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A Banker’s Diary 


Mid-October—Mid-November 


On November 16 it was announced that Mr. Montagu 
Norman had been re-elected as Governor of the Bank of 
The England for his seventeenth year of office, 
Bank of but that Sir Ernest Harvey had resigned 
England the Deputy-Governorship and had_ been 
Changes succeeded by Mr. Catterns. Both as a 
permanent official of the Bank and as Deputy-Governor 
since 1929, Sir Ernest Harvey had won for himself a 
great reputation as a central banker, and the City well 
recalls the authority with which he spoke both on a visit 
to Australia some years ago and on the occasion of his 
evidence before the Macmillan Commission. The City’s 
keen sense of loss, however, will be tempered by the 
news that Mr. Catterns is succeeding him. Mr. Catterns 
crowned a long period of service to the Bank in a purely 
official capacity with his appointment to the responsible 
post of Chief Cashier. It seems only a short time ago 
that he relinquished this last post in order to become a 
full-time director of the Bank. This represented part of 
the numerous administrative reforms which Mr. Norman 
has been quietly undertaking during the past few years. 
Mr. Catterns’s election as Deputy-Governor is welcome 
on several grounds of the highest importance. First 
there are his personal qualifications, and all who know 
him can testify to his knowledge of the responsibilities 
of his task, to his firmness and resolution, and also to his 
sympathy and to the way in which he is always ready to 
help and advise his friends within the limit of his powers. 
Next, his appointment in succession to Sir Ernest Harvey, 
who also was a permanent official of the Bank, continues 
the adoption of a practice which was first recommended by 
Bagehot some fifty years ago. Bagehot held that while 
the Governor must be appointed from outside the Bank, 
the Deputy-Governor should be the equivalent of the 
Permanent Chief of a Government Department, and 
should be appointed from inside the Bank. This would 
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ensure a certain continuity of administration. It is not 
the least of Mr. Norman’s services that he has adopted 
Bagehot’s plan, and in appointing Mr. Catterns, the 
Governor and Company of the Bank of England could 
not have made a happier choice. 








DURING October money was inclined to be less plentiful 
than usual. Public deposits at the Bank of England 








The ran in excess of £30 millions during most of 
Money the month, while bankers’ deposits were 
Market reduced below {80 millions. This diversion 





of funds into public deposits was a purely temporary 
movement, due to differences in Treasury bill payments 
and maturities, but it reduced the banks’ cash to a 
relatively low level, and for the first time for many 
months the banks had to call from the market on their 
making-up days. The banks, however, remained fairly 
good buyers of bills at their minimum rate of } per cent., 

and there was never any sign of real stringe ney. During 
November money became much easier. “Dividend pay- 
ments at the beginning of the month released funds, and 
by November 13 public deposits had fallen to £15-8 

millions, while bankers’ deposits had risen to {92-9 
millions. The banks also continued to make heavy 
purchases of bills from the market, and this reduced the 
market’s need for loans. Discount rates followed their 
general trend in October. Three months’ Treasury bills 
were quoted in the market at ,", per cent., and three 
months’ bank bills at 3 per cent., while the Treasury 
bill tender rate for the first three weeks of the month 
varied by a few pence on either side of 3 per cent. In 
November rates became much easier. Hot Treasury bills 
were quoted at little better than } per cent., and three 
months’ bank bills at }$-2 per cent., while in spite of 
an increase of £5 millions in the weekly offerings of 
Treasury bills the tender rate dropped to Ios. 9: 95d. per 
cent. on November15. Firmer conditions may arise during 
the next few weeks, as during the latter half of November 
the Government has to accumulate funds in preparation 
for the War Loan dividend, while in December currency 
withdrawals by the public will deplete the banks’ cash 
resources. Still, there is no indication of any permanent 
change in the money market. 
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THE London foreign exchange market remained very 
quiet during the period under review, but it is clear that 
The several fundamental changes have occurred, 
Foreign in comparison with the situation which 
Exchanges existed during the early autumn. First 
and foremost the strain upon sterling is now definitely 
at an end. The completion of the normal seasonal 
purchases of dollars may be one explanation, but the 
major cause is the relaxation of the previous fears 
regarding the international situation. The world has 
come to realise that the British Government will not 
let the country become needlessly involved in war, and 
it was also realised from the very beginning of the 
election campaign that the National Government retained 
the support of the country. As a result sterling has 
remained very steady against the dollar at a cent or two 
over $4.90, and the outflow of gold from England has 
greatly diminished. More important still, by the end of 
October sterling no longer needed the support of the 
British Control. The next marked change is the deteriora- 
tion in the French internal financial position. M. Laval’s 
prolonged negotiations with the Finance Committee to 
the Chamber over his proposed economy measures 
created a very unfavourable impression, which gave rise 
to a renewed outflow of gold from Paris to New York. 
Unlike the earlier movement of the autumn, this repre- 
sented a direct and heavy loss of gold by the Banque de 
France, and by November 25 the ¥ rench Bank rate had 
been raised from 3 to 6 per cent. The British Control has 
also given occasional support to the franc. The third 
change is the recovery in the Dutch position. Since the 
end of September the Netherlands Bank has been steadily 
making good its former gold losses, and has also been 
able to reduce the accommodation it previously had had 
to extend to the banks and the money market. This 
improvement was reflected in cheaper money rates, and 
since October 16 the Dutch Bank rate has been reduced 
in successive stages from 6 to 34 per cent. In the middle 
of November the main anxiety lay in the outlook for 
the franc. Private reports from Paris suggested that the 
authorities were gradually realising that devaluation 
might have to come, and it was very difficult to feel any 
vreat confidence in the future of the franc at its present 
gold parity. 
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TOTAL imports increased between September and October 
by £12-6 millions, but this increase is mainly seasonal. 
Raw material imports stood at {16-9 
Goer millions agains {15-3 millions in September, 
—s and £15-0 millions in October, 1934. Ex- 
ports are also satisfactory. Those of British 
manufactured goods were £39°9 millions, compared with 
£34-1 millions in September, and £36-7 millions in October 
last year. Exports of British manufactured goods were 
valued at £273°5 millions, against {242-9 millions in 
September and {251-8 millions in October last year. 
The actual returns are summarised below :— 


Oct., 1934. Sept., 1935. Oct., 1935. 
{millions. { millions. { millions. 


Imports ... eel 68-8 60-8 73°4 
Exports ... ie 36°7 34°1 39°9 
Re-exports a 4:0 3°8 4°7 
Total exports... 40°7 37°9 44°6 


For the first ten months of 1935 imports amounted to 
{612-4 millions, against {605-3 millions for the same 
period of 1934. Raw material imports showed a decline 
of {5-9 millions, compared with last year, but imports 
of manufactured goods increased by {9:9 millions. 
British exports stood at £351-6 millions, against £325-8 
millions for the first ten months of 1934 and re-exports 
were valued at £45:°3 millions, against £43-7 millions 
last year. The adverse trade balance was {215-5 millions, 
against {235-9 millions last year. 


THE deposits at the ten clearing banks have risen to a 
new record total of £2,035:7 millions, compared with 
£2,023°5 millions in September and £1,890-8 

October millions in October last year. Cash, how- 
ae ever, has fallen since September from 
Averages 4£207°9 to {204°3 millions, so that the 
aggregate cash ratio of the ten banks has 

shrunk from 10-3 to 10:0 per cent. The weekly Bank 
returns for October showed that an abnormally large 
quantity of money had been temporarily transferred from 
bankers’ deposits to public deposits at the Bank of 
England. This explains the contraction in clearing 
bank cash, but as this money is now returning to bankers’ 
deposits, both the clearing banks’ cash and their ratio of 
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cash to deposits should be higher in November. This is 
ample justification for the October drop in the clearing 
banks’ cash ratio, even though four out of the ten banks 
show ratios of less than ro per cent. As regards the 
banks’ earning assets, the most satisfactory el : 
the increase in advances. In October these stood a 
£773:°4 millions, against £762-7 millions in September 
and £755°6 millions in October last year. Comparing 
September and October, call and short loans have fallen 
from {146-7 to {141-2 millions and discounts from £299: 3 
to {296-9 ‘millions, but investments have risen from 
£618-5 to £626-4 millions. Finally, balances with other 
banks and cheques in course of collection have increased 
from £44°9 to £49-5 millions. This increase suggests 
that more cheques are being drawn and in conjunction 
with the expansion in advances comes as further confir- 
mation of the improvement in trade. 


EARLY in November the Exports Credits Guarantee 
Department announced that in addition to insuring the 
solvency of a British exporter’s foreign 
pemios customer, they would also insure, in ap- 
he decree proved cases, against the contingency that 
the sum due might be blocked in the foreign 

country. This new facility was only to be open to those 
exporters who also insured their customer’s solvency, but 
whereas an exporter has to insure all his foreign customers, 
he is left free to choose the countries from which he will 
insure the transfer of the sums due to him. The 
scheme provides that an exporter must insure the 
sums probably falling due to him during the three 
months succeeding his application. If, as a result of 
exchange restrictions, the bills drawn in respect of such 
sums are not met in sterling on maturity, the Depart- 
ment agrees to pay 75 per cent. of the amount due 
after the expiry of a further six months. The exporter 
has to carry the remaining 25 per cent. himself. The 
Department retains the right to vary the premium 
charged for this insurance from day to day, and will 
presumably keep a close watch both on general conditions 
in the different foreign countries, and also upon changes 
in the demand for this insurance. Certain countries 
may be considered as involving too great a risk to warrant 
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the consideration of any application for transfer insurance, 
and an exporter will not be allowed to take advantage 
of the scheme to expand his shipments to a country 
whose monetary stability is doubtful. These are obvious 
precautions to apply to a scheme which still has to stand 
the test of experience. Still, both exporters and their 
bankers will welcome this new form of insurance, which 
should add greatly to the ease and safety of British 
export trade. 


The Lessons of the Election 


ANKERS traditionally remain aloof from politics, 
B but they are interested in the result of the recent 
general election in two important respects. In 
the first place, the nationalisation of banking continued to 
occupy a prominent place in the Socialist’s programme. 
Secondly, the result of the election has a definite bearing 
upon the trade of the country, and as Sir John Caulcutt 
pointed out in his recent Presidential address to the 
Institute of Bankers, every banker to-day must be able 
to interpret the general trend of trade whenever he has 
to consider an application for a loan. 

The banking system of the country inevitably played a 
smaller part in the recent election campaign than in that 
of 1931. There was no war-cry of a “‘bankers’ ramp,”’ 
and no references to “‘ penguins’ or ‘“‘ money-barons.”’ 
Apparently the nation’s verdict of four years ago had 
not been forgotten. Yet this does not mean that bankers 
and their defenders must be lulled into a false sense of 
security. The Socialists still urge that the banks must 
be nationalised and still seek to spread the misconception 
that bankers have their own interests rather than those 
of the country at heart. Other advocates of reconstruc- 
tion have also been toying with the idea that the banking 
system of the country is in need of reform. The ordinary 
thinking member of the public, of course, realises that 
England was one of the very few countries which escaped 
a succession of banking failures during the crisis, and no 
further argument is needed in favour of not interfering 
with the banks. Still, the mere fact that the bulk of the 
public takes the stability of the banks for granted, and 
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sO pays scant attention to the whole question renders 
it easier for irresponsible people to work up an agitation 
against the banks. 

One danger is that it is almost impossible to discuss 
questions of currency and banking at a political meeting. 
Speeches must be short and simple, and speakers have 
a very wide field to cover. Psychologically a speaker 
who devotes the whole of his fifteen or twenty minutes 
to an intimate explanation of technical questions is 
usually a liability and not an asset to his candidate. 
His audience cannot follow him and get bored, or else 
protest that he is ignoring other matters altogether. 
Now it is easy for an ignorant or unscrupulous speaker 
to attack the whole of our banking system in two or 
three slashing sentences and then pass on to other 
questions. It is less easy to explain in the same few 
sentences the complex character of our banking, credit 
and monetary system, and to show how it is helping to 
pull the country out of the depths of depression. Allied 
with this is the fact that it is easier to make an audience 
exaggerate the undoubted hardships which still exist 
to-day than to get them to realise the marked improve- 
ment which has already taken place or to see that a 
complete upheaval of our financial system will do much 
more harm than good. 

Nevertheless, the electors have shown once more that 
they are not to be tempted by plausible though fallacious 
arguments, and the Socialist danger has been repelled 
for at least the next few years. This brings us to our 
first main point. There is scope for a large amount of 
educational work among the public, to teach them the 
nature of our banking system, and this work must be 
done before the writs are issued for the next general 
election. Nor can it be done only through the medium of 
occasional addresses by leading bankers or articles in 
the London Press. Just as an election is won by intensive 
door-to-door canvassing, so must this educational work 
be carried on by the banking rank and file throughout 
the country. Local managers should attend Chambers 
of Commerce and Rotary Club luncheons, bank officers 
generally should join local debating societies, and while 
not gratuitously involving themselves in controversial 
matters, they should be thoroughly grounded in the 
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general principles of banking and be able to explain them 
simply to their friends. Obviously this idea must not 
be pressed too far, for bank officers, like others, are 
entitled to their own political opinions. Yet there must 
be a number of officers who would be glad to receive 
some encouragement to take part in educational work 
of this kind. 

The other main point is the bearing of the election 
upon the future course of trade. There is little doubt 
that trade generally will continue to revive, and a further 
recovery in security prices also seems likely. This means 
that local managers must adjust their views in several 
important respects. Obviously it will colour their whole 
attitude towards advances, for it will be important to 
find out how far a customer is either sharing or can 
legitimately expect to share in the general recovery. 
This does not mean that a loan can be granted solely 
upon the prospects of future recovery, for a banker will 
be lending money repayable within a few months, and 
will not be venturing his customers’ funds in a speculative 
investment whose value depends solely upon the trade 
revival. Still, when business is improving, a banker can 
take a less jaundiced view, and he can legitimately pay 
attention to his customer’s order book as well as to his 
balance-sheet position of the moment. 

On the other hand there is a chance that the pace 
of recovery may temporarily be too hot to last. This 
enjoins caution, especially in the case of advances against 
produce and loans of a similar character, for wholesale 
commodity prices rose rapidly in October owing to fear 
of war, and there is danger of a moderate set-back. 
Another possibility which must be watched just as 
closely is that of an outbreak of Stock Exchange specula- 
tion. This would be detrimental to the trade of the 
country in more ways than one and would also disturb 
public opinion. Bankers, by scrutinising carefully appli- 
cations for loans against securities, can do much to keep 
this within bounds. It is equally incumbent upon them 
to guard the country against any danger of a flood of 
speculative and unsound new issues, and here the 
Chancellor’s recent warning regarding the proper scientific 
investigation of new propositions can usefully be borne 
in mind. 
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One principal function of bankers is that they help to 
direct the distribution of the country’s total supply of 
credit and capital. Ifthe general public could be brought 
to realise that bankers do not create credit but distribute 
it, much misconception would be avoided. On the other 
hand, bankers must have regard both to the general 
trend of trade, and also to the directions where credit is 
really needed, or alternatively, where it would only 
be wasted. This imposes upon bankers the need for 
careful study of broad questions and trends of the day, 
and in considering an application for a loan they must 
not concentrate entirely upon the particular circumstances 
of the borrower. This need is perhaps less incumbent 
to-day, when the main anxiety of bankers is to find 
credit-worthy borrowers who will make use of the bank’s 
surplus funds. Still, this does not mean that bankers 
must grant every advance, without paying any attention 
to the broad national interest. 

These are the two lessons of the election to the banking 
world. Broadly speaking, the country has voted for 
stability and ordered progress. In reality the election 
was swung by the sane progressive voter, who formed 
the Liberal party of the past. He has voted National, 
because he saw in the National Government the best 
chance of achieving his aims, and because a large number 
of National candidates were Conservative only in name. 
There is a lesson in this for bankers, manufacturers, 
merchants and financiers, as well as for members of the 
Government. The key-note of policy for the next five 
vears must be progress based upon prudence and safety. 


Financial Sanctions in Practice 


By W. W. Syrett 
"Tc Order in Council of October 25th, 1935, 


commonly referred to as the “ Sanctions *’ Order, 
was not unexpected by bankers, but the trans- 
lation of its provisions into effective action has given rise 
to a number of problems. The first and second sections 
of the Order deal with the regulation or prohibition of 
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imports and exports of goods, and so are of only indirect 
concern to the banker. The third section contains the 
various prohibitions on the extension of credit to Italy, 
and this is the section which bankers have to interpret 
and carry out in practice. My purpose, therefore, is to 
discuss its applications in detail. 

Subsection (1) provides that, “ after such date as the 
Treasury may by order appoint,* no person shall in the 
United Kingdom— 

(a) make, contribute to, participate in, or assist in 
the making or issue of any loan (wherever issued) to or 
for the benefit of— 

(i) the government of any Italian territory; or 

(ii) any person (not being a body corporate) of 
whatever nationality resident in any such territory ; 
or 

(ii) any person (wherever resident) being a 
body corporate incorporated under the law of any 
such territory.” 

Construing this subsection with subsection 6 (2), 
which defines Italian territory, it becomes clear that 
both non-Italians (including British subjects) living in 
Italy, and any branch or office of an Italian bank in 
London or elsewhere, come within the definition of a 
person to whom a loan may not be granted either by a 
British or Colonial bank, or any other body incorporated 
under our own or colonial laws, or by any British National. 
This prohibition is wider than at first sight it appears to 
be. For example, the layman is apt to regard the receipt 
by a bank of sight or time deposits as constituting an 
essential function of such an institution, without regard 
to the fact that the bank receiving any lodgment becomes 
a debtor for that amount. In other words, if money is 
deposited with an Italian bank by a British “ person,”’ 
that person is, in fact, making a loan in favour of that 
bank. Thus the first consequence of the Order is that 
Italian banks have ceased to receive time deposits, in 
London, from British “ persons.’’ On the other hand, 
the acceptance of payments to the credit of current 
accounts under similar circumstances, where our laws 
recognise the added obligation of repayment on demand, 


‘ 











* The Treasury at once appointed Oct. 29, 1935. 
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has not so far been considered as coming within the 
terms of the Order. 

Paragraph (b) of the same subsection makes it illegal 
to “ offer for subscription, underwrite or otherwise assist 
in the issue of, or subscribe for, any shares (whether 
issued or to be issued) in any such body corporate,” i.e. 
in any Italian company. By implication it therefore 
remains legal to buy and sell Italian bonds, stocks and 
shares, whether the deal is effected through a British 
bank or not, provided that such securities are already 
dealt in. Conversely, the words “ to be issued’ would 
prevent a bond-issuing house from taking over the shares 
of a newly-formed Italian company and passing them on 
to the British public under an “ Offer for sale.”” The 
general terms of this paragraph would also prevent the 
investment of British capital in Italian industry. 

From the more general wording of the first sub- 
section we pass to the particular definition, in subsection 
(2), of the acts which, for the purposes of this article, 
constitute the “‘ making of a loan ’’; these are given the 
original references of the text in order to maintain 
clarity :-— 

(a) The assumption of liability, thereby enabling the 
raising of money, by giving a guarantee. At first sight it 
would seem that no undertaking referred to as a “‘ guaran- 
tee ’’ could be given on behalf of an Italian bank. The 
largest volume of “‘ guarantees,’’ however, which banks 
give in practice, are not connected with the “raising of 
money, but are given in respect of shipping documents. 
An obvious example is the third Bill of Lading from a 
set of three, when two only are attached to a bill of 
exchange which comes into the British banker’s hands in 
his capacity as agent for collection.* Here the intention 
of the parties is that the undertaking merely guarantees 
delivery of the remainder of the full set, with a view to 
the handling of documents of title to goods in transitu. 
Any party subsequently receiving such documents will 
then be able to handle them without being put on inquiry 
as to whether his title to the goods has or has not been 
prejudiced. He is assured that the missing bill of lading 
has not fallen into wrong hands, and knows that no 

* The other having been posted to him by a subsequent mail for 
safety. 


‘ 
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prior claim to the merchandise can be established. 
Under these circumstances, bankers have interpreted 
the use of the word “ guarantee ”’ in the Order as relating 
solely to the raising of money. Where guarantees are 
given solely in order to facilitate the import trade of this 
country in the manner indicated, bankers consider that 
they are acting within the terms of the Order. The 
subsequent embargo upon all imports from Italy may, 
of course, render that distinction somewhat academic. 

The same paragraph contains a prohibition against 
becoming “‘a party to a bill of exchange,’ and thus 
assuming a liability for the payment of money to facilitate 
credit to an “Italian’’ (already defined). Now the 
commonest form in which a bank might be called upon 
to put its name to a bill is, when acting as agent for the 
collection of an incoming collection item. In these cases 
it is usual for the foreign remitter to endorse cheques 
and bills specially to the London bank in order to avoid 
trouble and loss if the remittance should go astray. 
This is particularly important with bills (as distinct from 
cheques), as bills cannot be crossed, or with cheques in 
countries where the practice of crossing is not recognised. 
If a collection is received bearing above the last endorse- 
ment the words ‘“‘ Pay the London Bank or order,” the 
London bank must add its endorsement before presenting 
for payment. The spirit of the order is not to prevent 
sight payments, nor does the wording prohibit this type 
of credit transfer. London banks, therefore, are following 
their usual practice of adding their endorsements on 
collections, notwithstanding the general terms of the 
prohibition. 

In connection with contracts for sale of goods imported 
here it is not unusual for sight credits to be opened. 
These are obviously permissible since no credit period, 
during which a bill circulates, is in question. Where, 
however, a British bank is asked to open a confirmed 
credit calling for a bill to be drawn on them at some 
period after date or sight (go d/s being the commonest 
type) what course is to be followed? Clearly such a 
contract permits the Italian beneficiary to draw a bill at 
the required tenor on the British bank; and the bank 
must accept that bill if it is to fulfil its contract. Now, 
such acceptance is apparently a prohibited act by the 
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wording of the Order, but the position is not entirely 
clear. On the one hand, it has been argued that a credit 
of this type is opened at the request, and for the benefit 
of, the Bntish customer, and is, therefore, permissible. 
On the other hand, the contract entered into for the 
customer involves a contractual relationship arising 
between the opening bank and the Italian exporter of 
the goods. This clearly involves the granting of credit 
and is thus prohibited. 

Another type of credit arises where a British bank 
has been in the habit of allowing a “ line ”’ to an Italian 
institution, that is loans, overdrafts, credits, guarantees, 
spot and forward exchange contracts and other facilities 
up to a total outstanding at any one time by previous 
arrangement between the two institutions. The security 
for such a blanket limit, apart from the good name of 
the borrower, lies in reciprocal advantages enjoyed by 
the London institution in the books of the Italian bank, 
and together with a sterling balance (often considerable) 
lying to the credit of a current account (“‘ Vostro ’’) in 
the name of the Italian bank. Such a balance may also 
be swollen by the sterling holdings of customers of the 
Italian bank (‘‘ Loro”’ accounts), but the British bank 
will have no notice of any fiduciary capacity in the 
matter. Now, by banking practice in this country a 
British banker may allocate funds in his hands to meet 
his customer’s payments. Can he, by the extension of 
this doctrine, accept bills of exchange drawn on him by 
the Italian bank or enter into other financial engage- 
ments, allocating by segregation to separate accounts 
the Italian bank’s current sterling balance in such a way 
as to enable the British banker to meet these specific 
engagements? If, to give an example, he is instructed 
to open a confirmed credit No. XXX, transferring the 
amount of the credit to a special account in his books 
headed, “Italian Bank, Credit XXX _ allocation,” it 
would seem clear that “ giving credit ’’ is not of the 
essence of the transaction. The British banker is merely 
providing forthe eventual payment, in a specific manner, 
of cash which he already holds. It is understood that 
London banks are proceeding on these lines, permitting 
of engagements of the credit type which, owing to the 
fact that the Italian bank holds cash balances with them, 











FINANCIAL SANCTIONS 173 





do not constitute concrete extension of credit facilities. 
Under any other circumstances confirmed credits are 
not entered into on behalf of Italians, unless they provide 
for payment at sight, i.e. immediately the documents are 
presented here. 

Credits opened in favour of Italians prior to the date 
of the Order are being honoured when sight payment is 
called for. Obligations falling within this class which 
call for the acceptance of bills at usance might seem to 
lead to the performance of a prohibited act. It is 
advanced as the writer’s personal opinion (the point not 
having so far arisen for discussion elsewhere) that if a 
bill at usance under prior credit is presented for accept- 
ance it could be paid under rebate. Surely, the writer 
feels, if we had sufficient faith in the standing of an 
importer to open a credit a week or two ago, we have 
now sufficient faith in him to advance the funds for hts 
benefit (not for the Italian’s benefit) and release the 
relative goods to him under a Trust Receipt. 

Nevertheless, this is merely an evasion of the real 
problem. If a confirmed credit had been opened, prior 
to the date of the Order, at the request of a non-Italian, 
it constitutes a contract with him. Nothing in the 
Order protects a person who breaks faith with a non- 
Italian, so that if bills at usance were presented the 
banker would have no defence against an action arising 
from his refusal to accept. Subsection (3) says : “‘ Nothing 
in this Article shall be taken to prohibit the performance 
of any contract made before the date of the making of 
this Order’’ with a non-Italian. If the banker were 
called upon under such circumstances to implement the 
contract by specific performance, that is by accepting a 
bill drawn by an Italian, he would have to rely for pro- 
tection on subsection (3) quoted above. 

A type of credit not so far mentioned is the ‘‘ London 
Reimbursement,’’ opened by order of a bank in one 
foreign country and covering exports to that country 
from another foreign centre. Facilities of this type are 
often utilised by colonial banks, acting on behalf of 
colonial importers. The London agent is asked to advise 
the credit of the Italian beneficiary, but not necessarily 
to add his confirmation. It seems clear from subsection 
(2) read in conjunction with subsection (3) that if such a 
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contract was made prior to the date of the Order it must 
be implemented, but that no further commitments may 
be entered into when existing contracts expire or are 
completed, unless they merely call for sight payments. 
This is so even if the person for whom the credit is opened 
is a colonial, since section 5 (1)—subsequent to the 
section here discussed—extends the provisions of the 
Order to the colonies, protectorates and mandated 
territories. 

Subsection (2) paragraph (b) states that any person 
shall be deemed to make a loan if he “ buys a bill of 
exchange, not being a bill payable on demand ”’ from an 
Italian. It has been asked whether a sight bill (thus 
including a cheque) drawn payable outside the British 
Isles could be purchased. Such action.might be tanta- 
mount to giving credit from the time of negotiation to 
the time of payment. The best opinion would seem to be 
that, as any sight instrument might circulate for some 
length of time, even if payable inland, the place of 
eventual payment is not material and any demand draft, 
wherever payable, is covered by the wording of this 
paragraph. Such a bill may thus be purchased from an 
Italian, but a clear distinction is observable where the 
bill is not immediately payable. The paragraph recog- 
nises the usual banking practice of the collection of bills 
on the due date and does not preclude banks from credit- 
ing uncleared ‘‘ Metropolitan ’’ cheques to the Italians’ 
account, or “‘Country’’ cheques in accordance with 
usual practice. 

In connection with the sale of goods, no British 
person, by paragraph (c) may “ give credit in any form 
to or for the benefit of’ an Italian. This permitted the 
continuance of export or import trade on “‘ Cash against 
documents’ terms—sight payment -again being the 
criterion. For purposes of this section payment at sight 
could be made through the Anglo-Italian Clearing, since 
the debtor obtains his legal discharge from his obligation 
by payment through this channel in accordance with 
pre-arrangement : an amendment to the Order published 
subsequently requires payment to be in this form. 

Subsection (3, provides for continuance and comple- 
tion of contracts with non-Italians, whilst (4) expressly 
permits ‘‘loans to or for the benefit of institutions 
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certified by the Treasury to have a humanitarian or 
religious object.”” Subsections (5) and (6) provide for 
penalties. 

British banks which act as agents for the payment of 
letters of credit and drafts issued by Italians and re- 
imbursible in London have been concerned to know if 
the continuation of such facilities was forbidden (particu- 
larly in view of reciprocal advantages). Thus, if an 
Italian travelling to this country carries a Circular Letter 
of Credit issued by an Italian bank and reimbursible by 
sight drafts on a London agent, are the London agents, 
being a British bank, to advise all their provincial branches 
that the proceeds of drafts drawn under the credit are 
only to be paid to the Italian holder after effective 
payment in London? Such a course would inconvenience 
the traveller, and it has now been intimated that H.M. 
Treasury will not intervene, as long as the privilege is 
not subjected to abuse by Italians. 

The matter of definition of ‘“ Italian ’’ for purposes 
of the Order has led to some inquiry. “ Any person 
resident ’’ in Italy obviously includes Italian subjects 
living there who have London banking accounts. Instruc- 
tions from these customers in regard to loans and over- 
drafts have been received from addresses outside Italy. 
These addresses purport to be their domicile, but may be 
merely ‘“‘ accommodation’ addresses. It has been 
decided that the permanent or non-permanent character 
of residence is the test, and recourse has been had to the 
old legal formula—‘‘ A question of fact in each case.” 

There seems some reluctance to use the word “ Credit ”’ 
in the text of the Order. It appears once only, in the 
margin as a heading to section 3 (where it is used in the 
general sense) : “‘ Prohibition of Credit to Italy.” For 
any guidance in connection with clean and documentary 
credits, whether revocable or irrevocable, bankers have 
to consider the specific acts which they perform in 
carrying out each particular credit they open. Those 
specific acts have been discussed here, but it must be 
observed that it is impossible to give a binding decision 
upon the many questions of detail which have arisen. 
Any points under dispute must ultimately be settled by 
the Courts. 

Amendments published subsequently to October 25 
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provide for a further restriction on the commodities 
which may be exported to or imported from Italy. The 
subsequent provisions affecting the banker are aimed 
at ensuring the reduction of the adverse balance of pay- 
ments disclosed by the Anglo-Italian Clearing figures, 
by the payment to the Controller of all trade debts, 
except for freights due to Italian ships. For purposes 
of the Second Order the meaning of the principal one, 
Section 3, is extended to include trade credit within the 
definition of ‘‘ Making a loan ’’—thus an Italian must 
pay in to the clearing before receiving goods, unless they 
were on their way prior to November 18, 1935. 


The Chinese Keforms 


By a Correspondent 


reform announced by the Chinese Government 

on November 5, clearly constitute a revolutionary 
change in the economic life of the country, and it is 
impossible to predict at this stage what the outcome will 
be. It seems a little curious, however, for Western 
minds to doubt whether the Chinese Banking system 
is sufficiently advanced in the twentieth century to allow 
for the successful working of a Central Reserve Bank 
or to consider if Paper Currency will be accepted by the 
masses, when it is recalled that the Chinese probably had 
a well-organised banking system involving the use of 
cheques and drafts long before our own forefathers 
learnt how to paint themselves with woad. Nevertheless 
it is a fact that the causes which have led to the disruption 
and disintegration of Central authority in China of late 
years have not yet been sufficiently overcome to justify 
a confident outlook in the future. One thing, however, 
remains, the Chinese are a peace-loving and highly 
intelligent people with an intense national outlook, and 
it may well be that if the new system brings security and 
stability of value to the country’s internal trade coupled 
with relief from the disastrous fall in prices which the 


‘| “HE important and constructive measures of currency 
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American silver policy has forced on China in recent 
years it will be accepted naturally and without protest. 
' The new currency scheme ordains the substitution 
of an inconvertible paper currency for the widely circulat- 
ing Silver Dollar, with the immediately convertible 
paper note based on it, which competent observers have 
declared to be one of the most important factors of 
unity and stability in the economic life of the country. 
The Central Bank of China is to be reorganised on the 
lines of an orthodox Central Reserve Bank and the New 
Central Bank after a period of two years will have the 
sole right of Note Issue in the country. Meanwhile it 
will issue Notes against a I00 per cent. cover of gold 
currencies and silver in gradual replacement of the 
Note Issues of the other Chinese Banks who are by 
the same token forbidden to increase their present 
note issue. The reorganised Central Bank will take over 
the existing Note Issue reserves of the Chinese Banks 
together with any unissued Notes which they may hold 
and a Currency Reserve Board is to be set up to deal 
with the special problems arising from this transfer of 
Note Issuing functions. The Notes issued by the three 
semi-Government owned Banks, the Central Bank of 
China, the Bank of China and the Bank of Communica- 
tions are made legal tender for the present, and the 
reserves of these institutions are to come under a unified 
Government control. The importance of this last point 
will be understood when it is stated that the Note Issue 
of these Banks probably constitutes about two-thirds 
of the total Note Issue of Chinese Banks in the country, 
so that at the outset a high degree of stability is imparted 
to the new régime. As a necessary corollary to these 
measures all stocks of silver coin and bullion are to be 
nationalised and currency transactions in these media 
are forbidden, while all debts expressed in terms of silver 
are to be discharged by the payment in legal tender 
notes of the nominal amount due. The external value 
of the Chinese Dollar will be maintained approximately 
at its present level of Is. 24d. by operations in exchange 
undertaken by the three banks named above, and it is 
clear that the Chinese Exchange Equalisation Fund will 
in the first instance be provided with the additional 
necessary reserve of foreign exchange by the sale of silver 
bullion. With the stability of exchange, however, a 
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large proportion of the capital recently exported should 
return, thus simplifying the Fund’s task. 

The causes which have led China to a final abandon- 
ment of the Silver Standard are well known, and it is 
only necessary to recall here on the authority of Dr. H. H. 
Kung, the Chinese Finance Minister, that as far back as 
February, 1934, he drew the attention of the American 
Government informally to China’s vital interest in all 
matters affecting the price of silver. In March, 1934, 
Chane ratified the London Silver agreement of July, 
1933, adding the reservation that “in ratifying this 
agreement the National Government of China declares 
that as silver is the basic monetary standard of China the 
National Government will consider itself at liberty to 
take whatever action it may deem appropriate if in its 
opinion changes in the relative values of gold and silver 
adversely affect the condition of the Chinese people 
contrary to the spirit of stabilising the price of silver as 
embodied in this agreement.” The American interpre- 
tation of the spirit of the London agreement was shown 
by the passing of the Silver Purchase Act of June 19, 1934, 
by which the American administration officially inter- 
vened as a buyer in the world market for silver. It was 
sought to justify this action on the grounds that the Act 
was mandatory upon the Executive in spite of China’s 
protests in Washington against the harm that was being 
done to her external trade. It has been pointed out that 
the world depression in trade did not begin to affect 
China seriously until 1931, for the gold price of silver 
had been falling more rapidly than the world gold price- 
level of commodities as a whole, and it was not until 
China lost the competitive advantage in trade which 
this factor bestowed on her, by reason of her adherence 
to a silver standard, that Chinese prices began to fall. 

The depreciation of the Pound, the Rupee and the 
Yen in terms of gold in the Autumn of 1931 caused the 
automatic appreciation of the Chinese Dollar in terms of 
those currencies with a consequent deterioration of the 
trading position, while internal disruptive factorsincreased 
the handicap to trade. April, 1933, saw the depreciation 
of the American Dollar and China’s export trade received 
a further set-back. The following figures illustrate 
the comparative position to date. 
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China’s Foreign Trade (excluding Manchuria). 
1929 1931 1932 1933 1934 _ 1935 
(in $ millions) an.-Aug. 
Imports aes “ibs 1,620 2,002 1,524 1,345 1,030 666 
Exports ore sik 1,070 915 569 612 535 351 
Excess of visible imports 550 1,087 955 733 495 315 

The serious decline shown by these figures in the values 
of both imports and exports is apparent, but additional 
factors to be noted are the loss which the country has 
suffered by the exclusion of Manchurian trade and the 
great reduction in the invisible item of remittances from 
Chinese emigrants. 

Consequent on the increase in the world price of 
silver from 183d. in June, 1933, to over 24d. in October, 
1934, and owing to the fact that the Shanghai exchange 
did not rise sufficiently to accord with this increase, 
the Chinese Dollar became more valuable as bullion than 
as currency, and huge exports of silver from China occurred 
thus threatening the metallic basis of the currency. 
During the years 1931-1933 dwindling trade and possibly 
also a sense of insecurity caused a considerable drain of 
silver from the interior to Shanghai and the banks there 
utilised the increased silver reserves as the basis for a 
large volume of credit expansion. Stocks of silver in 
Shanghai rose from $250 millions in 1931 to $547 millions 
in December, 1933. At the end of June, 1934, they 
amounted to $544 millions, but by December 27, 1934, 
they had fallen to $317 millions. Practically the whole 
amount exported, however, had been shipped between the 
end of June and October 15, 1934, on which date the 
Chinese Government intervened by placing an export duty 
of 10 per cent. on silver exports plus a variable equalisation 
charge equal to the deficiency existing between the rate 
of exchange and the theoretical parity of the silver dollar 
based on the spot price of silver in London. The severe 
contraction of credit as a result of this outflow caused 
real estate values to drop in Shanghai while the rates of 
interest charged by native banks rose from round about 
6 per cent. per annum to some 26 per cent. by January, 
1935. There has been little change in the situation since 
that date and the tightness of money in Shanghai has 
only accentuated the deflationary effect which a rapidly 
appreciating local dollar has had on the whole structure 
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of Chinese economy. This is clearly reflected in the 
figures shown below. 


Wholesale Cost of Cost of Average Rate ol 
Pricesin Living Living Exchange of the 
Shanghai Index Index Shanghai Standard 
Shanghai _ Peiping Dollar on 
London New York 
1932 ise SIs 11g‘! QI*2 Is. 2-768d. 21-48cents 
1933 ... 103°8 107°2 SI-o Is. 2-828d. 26-1925 cents 
1934 ia” OI 106-1 79°5 Is. 4°036d. 33-7979 cents 
1935 (Sept.) 91-1 105°4 84:1 *1Is. 6-25d. *37-+3125 cents 
*Oct. I. 


The disparity between the local exchange rate and 
the external price of silver has naturally encouraged 
smuggling, and the abnormal exports from Hong Kong 
and Japan of that metal in recent months are a testimony 
to the success of these efforts. The local foreign banks 
in Shanghai agreed to co-operate with the Government 
in its efforts to stop the export of silver in October, 1934, 
and since the imposition of the duty practically none 
has been shipped. Indeed a small net import of $7 
millions is shown for the months January—July, 1935, due 
to the attempts of the Government to attract silver 
imports in order to ease the currency situation. These 
endeavours however met with little success and local 
opinion was increasingly of late in favour of a complete 
divorce from silver as the only possible alternative to 
further deflation. It may thus be assumed that the 
Government’s decision to devalue the dollar received 
general approval. 

The revaluation of the local Dollar at the equivalent 
of 1s. 24d. will clearly provide an automatic appreciation 
in value of Silver Stocks by about one-third. An estimate 
on October 18, 1935, of silver stocks held by the Chinese 
Banks in Shanghai gives the amount as $293,385,000, 
while the Jatest available figures of Notes issued by 
these Banks (Sept., 1935) showed their total Note Issue 
to be $385,840,000. The total amount of Notes issued 
by all Chinese Banks in China in December, 1934, was 
put at $658,529,7560 while the total amount of silver 
coin and bullion in the country recently was estimated 
at an approximate figure of $850,000,000, an amount 
which would include the Shanghai Stocks. 

It is clear therefore that an adequate backing to 
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the new Notes is assured, and for some time there should 
be little risk of inflation, more especially if the public 
response in the matter of handing over silver stocks is 
satisfactory. 

Budgetary equilibrium is naturally essential to success, 
but given freedom from internal strife and dissension 
and the absence of trouble with the Japanese in North 
China, the gradual improvement in trade resulting from 
devaluation should restore in large measure the national 
finances. It is doubtful, however, if China’s large adverse 
balance of trade at present ($495 millions in 1934), will 
not necessitate some outside assistance in the shape of 
special loans for the next few years. The revised budget- 
ary estimates for the year ending June 30 last, reveal 
the dependence on receipts from various loans to an 
extent of $126 millions out of total receipts amounting to 
$918 millions, but against this the amount set aside for 
reconstruction and productive enterprises amounted to 
over $86 millions. Military requirements account for over 
30 per cent. of the total expenditure but this is stated to 
be largely economic on the grounds that disbandment 
of forces would tend to increase communism and 
banditry. Certain foreign loans to China should, by 
agreement between the Powers, be made under the 
auspices of an International consortium and it is hardly 
necessary to say that Japan as a member of this body 
has always been perfectly aware of this fact. 

So far as the general acceptance of Paper as Currency 
by the masses is concerned, recent years have witnessed 
a substantial diminution in the circulation of silver 
coins in the interior, due partly to the forced deflation 
and partly no doubt to hoarding and smuggling. The 
currency of the poor consists mainly of copper coins 
and these are likely to welcome any attempts to sub- 
stitute standardised notes and a unified subsidiary 
coinage for the present chaos caused through the issue 
of coin and notes by a bewildering variety of authorities. 
In this respect the opening of branches in the provinces 
by the chief banks should do much to lessen financial 
disagreements with provincial authorities. _ Much pro- 
gress has been made of late years in the formation of 
bodies, such as the China Development Finance Corpora- 
tion, to deal with reconstruction problems on a national 
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scale, and further developments especially of the banking 
system are foreshadowed, while increased attention is 
being given to the co-operative movement. 

In conclusion some comment on the position of 
Foreign Banks under the Reforms is desirable. It is 
clear that in time these must necessarily lose their note 
issuing privileges but the problem of silver stocks at the 
moment is more pressing. The Japanese Banks are 
reported to have refused to hand over stocks, but so far 
as the others are concerned a satisfactory agreement 
will no doubt be reached. In any case the relative 
importance of the silver holdings of Chinese and Foreign 
Banks has changed considerably of late, for at the 
beginning of 1934 Foreign Bankers held 49-2 per cent. of 
the silver stocks in Shanghai whereas by the end of the 
year this percentage had fallen to 17-7 per cent. An 
estimate dated October 18, 1935, gives Foreign Banks 
as possessing about 12:24 per cent. of the Shanghai 
silver stocks a holding valued at $41,148,000. 


Bankers and the Trade Revival 


IR JOHN CAULCUTT in his inaugural address as 
S President of the Institute of Bankers gave a useful 
survey of current economic and financial affairs. 
Perhaps the most valuable part of his speech was the way 
in which he stressed the fact that conditions were 
continually changing, so that a banker, especially the 
branch manager who is “ the man on the spot’ must 
keep himself abreast with what is happening. After a 
tribute to Mr. Sykes, on his retirement from the secretary- 
ship of the Institute and appointment as secretary to the 
Bankers’ Clearing House, Sir John Caulcutt said :— 

The Joint Stock Banks perform many auxiliary functions to-day. 
These have been gradually undertaken for the convenience of 
customers, but their fundamental function on which all their 
other services have been gradually built, is to act as the custodian 
of their customers’ surplus funds, and to use these funds in such 
a way that demands for their return can always be met, bearing 
in mind that these deposits are repayable on demand or at short 
notice with relatively few exceptions. 

It is on the correct use of money under the heading of loans and 
advances that the real safety of the banks, and the effectiveness of the 
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banking system in facilitating the business of the country, depend. In 
granting accommodation, therefore, the banker must take into considera- 
tion not only the circumstances prevailing at the time, but also the 
outlook for the future, and the efficient manner in which the British 
banks have conducted their loan policy is the foundation upon which 
their reputation for sound banking has been built. No business can be 
conducted without risk, and the test of a good banker is his aptitude for 
judging character and, among other things, assessing risks. The safety 
of bank advances and their liquidity are largely affected by the general 
prosperity of the country, for however carefully such advances may 
have been made, any national catastrophe or improvement in conditions 
must have its effect. For some time past, the trading and industrial 
situation in this country has shown a welcome improvement, but it 
would be idle to deny that marked changes have taken place in the 
organization of production and marketing with the result that the 
factors which a banker now has to take into account in assessing risks 
differ materially from those which would have affected his judgment 
prior to the depression. For this reason, it is essential for the present 
day banker to possess a grasp of the alterations that have occurred 
and the forces underlying the revival so that he may form an opinion 
as to the extent to which the improvement in the quality of his advances 
and in the condition of national prosperity are due to general efficiency 
or to circumstances which, without added efficiency, may prove to be 
transitory. 


Sir John Caulcutt proceeded to review the fundamental 
changes which have occurred during the past four years. 
He touched on the rehabitation of the national finances 
and the reversal of our former Free Trade policy. This 
led him on to a recital of the Trade Treaties concluded 
with many foreign countries, and to their beneficial effect 
upon our export coal trade. He next discussed exchange 
restrictions, and alluded to the new facilities lately 
announced by the Export Credit Agreement Department. 
The development of home trade and agriculture provided 
him with his next theme :— 


I imagine that the improvement in internal trade has not yet 
reached its maximum, but it will, I think, be admitted that there 
is little hope of absorbing all our unemployed or achieving that 
increase in prosperity and leisure, which the improvement in the 
technique of production should assure to us, until it is possible 
for the greatly increased quantity of foodstuffs and raw materials 
which the world can now produce, to be readily exchanged for the 
greatly increased quantity of manufactured articles which can also be 
produced. 

One of the principal obstacles to increasing international trade 
is the lack of an efficient international monetary standard. I feel 
sure that, despite the many difficulties which have yet to be sur- 
mounted, the world will ultimately return to some form of 
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international gold standard, and when this happens, the industrialist, 
the agriculturist, and the community at large will have to depend 
for prosperity more upon efficiency, which will become an even 
more important factor than it is at present. If, while working under 
the wing of the many protective measures we are now enjoying, 
we should allow ourselves to become increasingly dependent upon 
them and not take this space of time as a period in which to do all 
we can to improve efficiency, we may retard the process of recovery 
which it is so necessary for the benefit of the whole world shall be 
continuous. 

In the earlier years of the depression the number of businesses 
being run at a loss had grown considerably, and normally, no 
benefit accrues either to the borrower or the lender in financing 
losses. Greater profits have been made in the last year or two and 
bankers can finance industry with more confidence. Moreover, profits 
create enterprise, and enterprise often brings increased profits. The 
present should, however, be regarded as a breathing-space, and I 
think that wherever it is possible, a substantial part of these profits 
should be turned back into the business with a view to improving 
efficiency. 

I cannot believe that the world will for long remain content with 
the limited progress which alone will be possible unless the present 
system of international restrictions, which the severity of the 
depression and the nationalistic policies of certain countries have 
forced upon us. If we look back into recent history, we shall see that 
the excessive tariffs, quotas and exchange restrictions, and many of 
the difficulties of the past few years have their origin in the world 
upheaval of 1914, and I look forward to the time when, with national 
currencies linked together in some form of international gold standard, 
all countries will again realise the inestimable benefit of comparative 
freedom in the exchange of goods between one national and another. 
With international politics overshadowed by a grave and unfortunate 
dispute, it will not be possible for any marked progress to be secured ; 
but already there are signs of a more rational outlook in many directions 
on the twin problems of freer trade and stabilised exchanges. 


Sir John Caulcutt proceeded to discuss in greater 
detail the part which the local bank manager should 
play in the trade revival. This not only imposed upon 
him the duty of acquiring a wider outlook, but increased 
the importance of the educational work carried on by 
the Institute of Bankers :— 


With the picture before us of the events of the past few years, 
there can be little doubt that, during a difficult period, many of the 
changes which have taken place in the organisation of trade and 
industry have had a beneficial influence on national conditions and 
therefore upon the quality of banking loans and advances. At 
the same time, we are compelled to realise that in the future, even 
more than in the past, the efficient banker must be fully equipped 
to judge not only the factors immediately concerned with the 
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granting of an individual loan, but also those other influences, both 
economic and political, which may prove beneficial or detrimental 
to national prosperity or to the prosperity of individual industries. 
This is no mean task, and it is because of this fact that the Institute 
attaches so much importance to the study of economics and to the 
wider aspects of the machinery of Banking and Finance, including 
the external trade policy of foreign countries. 

To a very considerable extent the Head Office must rely upon the 
judgment and the business acumen of the “ man on the spot,”’ and 
under present day conditions the efficient working of a bank and the 
service required by its customers make it imperative that a bank 
manager shall be a “‘ banker ” and not merely a senior bank clerk. 

Just as little of importance in the world can happen without its 
effect being felt in the general manager’s room, so little of importance 
can happen, in or to a district, which is not reflected in some way 
in the branch manager’s parlour. Sooner or later the branch manager 
should meet or know everyone of importance in his district, and any 
local activity or change in local conditions comes before him. If he is a 
man who has acquired sufficient knowledge to pass his Institute 
examinations and, what is much more important, subsequently 
endeavoured to apply his knowledge and kept in mind the fact “ that 
the better part of every man’s education “is that which he gives 
himself,’’ he will appreciate the significance of current events. He 
will weigh his facts and form the opinion that this industry will be 
affected in one way and that in another. He will discuss his conclusions 
with people he knows whose opinions are worth having, and he will 
conclude that in one direction his customers will be able to do profitable 
business and therefore the bank can afford to lend with greater freedom, 
while in another greater caution must be exercised. 

From time to time attacks are made upon the examination 
system as it now exists and these have been frequent in recent years. 
We are forced to admit that examinations are but an imperfect 
instrument, but in default of a better method, we cannot afford 
to ignore them. I am, however, inclined to think that examination 
methods have not secured the attention which they undoubtedly 
deserve. We in this country are beginning to recognise that more is 
required from a teacher than a knowledge of the subject which he 
professes to teach. We have discovered that it is even more important 
that the teacher should know how to teach. But I am not sure that this 
attitude of mind has yet extended to the art of examining. It has 
been assumed by many that it is easy to set examination questions 
and that the ability to do so is a natural ability possessed by everyone. 
I venture to suggest that the failure to recognise the difficulty of 
setting questions in an examination is one of the chief causes of the 
hostility to examinations as at present conducted. 

Although existing methods of examining are capable of improvement, 
yet from personal experience I know that the man who has carried 
his studies far enough to enable him to pass the final examination of 
the Institute of Bankers, has acquired a great fund of useful knowledge 
—he has acquired a basis upon which he can build—and other things 
being equal he can, if he perseveres, become a better banker than the 
man who has not taken the required course of study. 
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Fixed Trusts and the Stock 
Exchange 
By Maurice Green 


HERE is in existence a letter, dated more than 
three and a half years ago, addressed by somebody 
interested in the fixed trust movement to the 
Committee of the Stock Exchange. I have only seen a 
copy. The original must have long ago been passed on 
to the archives department. But it raises the question of 
the possibility of fixed trust certificates being dealt in 
in the Stock Exchange. It seems a long time ago. But 
the Stock Exchange Committee, as we began to know 
approximately in October, 1934, has not let the matter 
drop. It has, indeed, laid itself open somewhat to the 
accusation that, as a financial writer said recently of the 
League of Nations, “‘ it touches nothing that it does not 
adjourn.” Perhaps, if the Committee had taken no more 
than nine months to make its decision, it would still have 
avoided any imputation of having acted precipitately. 
But the absence of haste also has its advantages. When 
the axiom of “ festina lente’’ has been so rigorously 
observed as it has on this occasion, we may expect the 
Committee’s final report, when it does appear, to be 
comprehensive and free from superficial errors. The 
report should, indeed, leave little more to be said. For 
months past drafts have been sent backwards and for- 
wards between the Committee, bankers, fixed trust 
managements, trustees, and Provincial Stock Exchanges, 
and the final edition should represent an impressive 
accumulation of wisdom. It is only to be hoped that it 
will not in the end also reflect an impressive accumulation 
of the objectors’ blue pencils. 

What, then, can we expect from the Committee’s 
final report and the regulations which it will adopt? 
It would be wrong to suppose that they will constitute 
a complete defence against the appearance of “ ramp’”’ 
fixed trusts in the future. If it should so happen—and 
it very well may—that promoters try to sell bad and 
expensive fixed trust propositions to the public without 
going near the Stock Exchange, the Committee will 
never be able to prevent them. The “ sanctions ’”’ 
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available are not sufficient. It has been admitted that it 
would not be possible to prevent brokers from dealing 
for black-listed (or ‘ non-recognised’’) fixed trusts. 
And that would be the only ultimate preventative. 

It may, however, have a very powerful effect on the 
movement as a whole. The trusts will have to comply 
with various regulations and requirements in order to 
secure “ recognition,” and recognition, which will confer 
the full dealing privileges which the Stock Exchange has 
at its disposal, will be a valuable prerogative. It may, 
therefore, be assumed that a goodly number of the 
Trusts will apply for recognition immediately, and will 
in due course have their application granted. In such 
circumstances it will be difficult for any trust to remain 
outside the hallowed circle. If the fixed trusts were 
divided into “ recognised ”’ and “‘ non-recognised,”’ it can 
easily be imagined what disadvantages the latter would 
labour under in selling their certificates. Brokers, bankers 
and newspapers would all inevitably be very chary, to 
say the least of it, of recommending a non-recognised 
trust for investment. 

Whether members of the Stock Exchange would 
actually be forbidden to purchase sub-units of non- 
recognised trusts for their clients, must, for the time being, 
remain a doubtful question. At the outset, we may 
imagine, the Committee would prefer to leave this 
problem alone. But it is one which would probably be 
tackled later if the regulations, as they stood, proved to 
be ineffective. 

We may presume that at least the great majority of 
existing fixed trusts will wish to seek Stock Exchange 
“ recognition,’ with the practical advantages and in- 
creased prestige which such recognition will undoubtedly 
give. And this will certainly have a desirable effect. 
The “ recognised ’”’ fixed trusts will form a definite body, 
with the available privileges of the Stock Exchange open 
to them, with a common standard in regard to such 
matters as the provision of information to the authorities, 
advertising etiquette, and, to a limited extent, methods 
of management and the arrangement of investment 
portfolios. 

The Committee regulations, as at present proposed in 
draft, should go a long way towards satisfying the 
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queries and criticisms which have been heard on the 
Stock Exchange and elsewhere. For example, one 
frequently-heard complaint has been concerned with the 
alleged complete uncertainty surrounding the extent, and 
consequently the significance, of fixed trust operations. 
At what approximate figure ought we, at the present time, 
to estimate the total amount invested through fixed 
trusts? It is probably as much as £40,000,000: it may 
be £50,000,000. It might even be more. At any rate, it 
is certainly at a big enough figure to make fixed trust 
investment a fairly important technical factor in the 
markets. And, that being so, it is understandable that 
brokers and others should take the view that adequate 
information ought at least to be in the hands of the 
appropriate authorities. At present, the bare information 
regarding the total of sub-units sold by all fixed trusts 
is not collated anywhere. 

In an article which I wrote a year ago in THE BANKER 
on approximately this same subject, I made an attempt, 
on a modest scale, to give a picture of the extent to which 
appreciable proportions of the total issue of various shares 
might be held by fixed trusts, and also the extent to 
which one trust alone might hold an appreciable propor- 
tion of an issue. Such calculations were always somewhat 
conjectural and conditional, and, with the very large 
number of fixed trusts now operating, it would be a much 
too onerous risk to try to repeat them. But the question 
is certainly important, and the Stock Exchange authorities 
ought certainly to be provided with sufficient information 
to enable them to see at any time whether any particular 
share has become over-weighted (actually and not merely 
potentially) with fixed trust investment. This informa- 
tion, it is at present understood, will be required from 
every trust seeking “ recognition.” It will do no harm 
to anybody, and might easily do a great deal of good. 
Side by side with this general information, fixed trust 
managements will doubtless be required to keep the 
Committee posted in case they should “ eliminate ’’ any 
share from a unit or make any other alteration which the 
Trust Deed permits. 

These information requirements all, for practical 
purposes, concern the technical market effect of fixed 
trust buying and selling, and would be primarily for the 
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purpose of enabling the Committee to decide whether 
any dangerous technical position in the market was 
arising as a result of over-concentration of fixed-trust 
investment on any particular securities or groups of 
securities. At the same time, to know whether a dan- 
gerous situation is arising (in itself a difficult matter 
even with all the evidence fully available) is not the same 
thing as being able to prevent it. And, in addition to 
its powers for obtaining information from all trusts that 
seek recognition, the Committee might naturally want 
to have a certain amount of power at its disposal for 
providing against any dangers that seem likely to arise. 
It must naturally be extremely difficult to frame any such 
powers in a way which would be effective and at the same 
time would not bear hardly and unfairly on the Trusts. 
It is understood, however, that the Committee will 
require every individual Trust to be definitely limited as 
to the total number of sub-units which can be issued. 
This in itself would be a fair safeguard against over- 
concentration on such securities as are included in the 
portfolios of more than one trust. There is nothing, of 
course, to prevent new trusts being formed which hold 
shares already included in the portfolios of existing trusts, 
but we may imagine that, when any new trust comes up 
for recognition, the Committee will have something to 
say about the shares which are included in its portfolio. 
Apart from this, it has been suggested that the regulations 
should forbid any trust to include any share in its unit 
in such a proportion that the trust’s holdings of such a 
share, when the maximum permitted number of sub- 
units was sold, would represent more than a given small 
percentage of the total issue of those shares outstanding. 
This would be a useful and serviceable provision; but it 
must be assumed that it would not and could not be 
made retrospective. An enforced “ elimination ”’ of shares 
by various trusts, as a result of Stock Exchange Com- 
mittee requirements, would hardly be a good beginning 
to the period of Committee intervention. 

The next condition which will be required from 
“ recognised ’’ Fixed Trusts is uniformity of advertising 
practice according to certain defined principles. Most 
important of all, in this respect, is the question of yield. 
As anybody who is habitually concerned with investment 





190 THE BANKER 


matters knows very well, the yield, even on a single 
share, may be a matter of considerable difficulty. How 
far does one calculate the proceeds of bonus shares? 
What constitutes a “‘ regular’’ bonus? How do we deal 
with shares offered to shareholders on bonus terms, 
and/or the sale of the “ rights ’’ to such shares? What 
do we reckon the annual dividend rate when the interim 
has been altered and the final dividend is not yet known ? 
When we come to a complete portfolio of thirty or more 
shares a number of which may be subject to these 
difficulties in yield computation, and try to work out 
the yield on a sub-unit which is, as it were, the “ average ”’ 
of the whole portfolio, the obstacles are enormous. The 
difference between an actual distribution rate, which 
may include the proceeds of the sale of all bonus shares 
and rights, and the actual yield on a basis of cash dividends 
only, may be a very wide one. Most of the trusts have 
already adopted the practice, even in very brief adver- 
tisements and announcements, of distinguishing between 
the different types of receipts, and the Stock Exchange 
regulations will undoubtedly lay down a fairly precise 
ruling on this point, so that the matter may be in no 
doubt and all trusts may have equal opportunities in 
putting their advantages before the public. 

There is, also, the question of the extent to which 
trust managements undertake to “ buy back ”’ sub-units 
when holders wish to sell. Here again it is desirable 
that statements made in brochures and advertisements 
should be perfectly clear. So far as I have been able 
to gather from an examination of trust deeds, no trust 
is obliged to re-purchase at any given price. The only 
obligation (which, again, only exists in some cases) is to 
pay for sub-units offered the net price which can be 
obtained for the actual underlying securities in the 
market—not the equivalent of market quotations, but 
the price which it actually proves possible to obtain when 
the managers sell the securities. It can scarcely be 
doubted that, in this matter, the Stock Exchange 
Committee will insist that there must be no ambiguity 
whatsoever. 

Another regulation which the Committee seems almost 
certain to impose concerns the treatment of the money 
received by the managers representing the “ service 
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charge.”’ A number of the existing fixed trust manage- 
ments make it an unexceptional practice to leave a fairly 
large proportion of the “ service charge’”’ in an escrow 
fund with the trustees, which can only be released in 
annual instalments. This provision, where it obtains, 
is usually included in the Trust Deed, and has the effect 
of guaranteeing that, if anything should happen to the 
managers, there would in any circumstances still be 
sufficient money available to pay for the management 
and operation of the Trust. Clearly this system is a most 
valuable one, from whatever point of view it may be 
regarded. It is as good a safeguard for the investor as 
any that could be devised. In consequence, it is in no 
way rash to predict that one of the requirements which 
will be asked for by the Stock Exchange Committee will 
be that a proportion of the service charge should be 
placed in escrow in this way. 

Incidentally, in view of the importance which must 
attach to the standing of the trustees of a fixed trust, and 
in view of the extent to which the trusteeship of the 
big banks and insurance companies has contributed to 
the success of the fixed trust movement, it would 
certainly not be surprising to find the Committee being 
somewhat particular as to the standing of the trustees of 
any trust which may be formed in the future. It need 
hardly be said that the standing of the trustees of the 
existing trusts is of the highest order. 

A number of the other measures which are likely to 
find their place in the Stock exchange regulations need 
not concern us very much for the moment. There are 
such matters as the exact analysis of how each distri- 
bution is made up and the clear exposition of the methods 
by which the quoted price of the sub-units is arrived at, 
even perhaps some regulation as to how the latter should 
be computed. Many of the items like this may be very 
valuable one day, if typically undesirable elements should 
seek to enter the fixed trust field. But to a large extent 
they are really intended to provide against something 
akin to actual fraud, and the existing fixed trusts can be 
safely acquitted of any such intention. There is, however, 
one proposal which is worth noticing. That is that 
members of the Stock Exchange should be debarred from 
serving on the directorates of fixed trust management 
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companies. This seems eminently sensible, as it would 
almost amount to a Stock Exchange member advertising 
(members are in any case not allowed to be directors of 
companies dealing in shares), and also there is clearly 
a certain amount of room for a base and unfair advantage, 
albeit of a mild kind. 

In all, no sensible and far-seeing fixed trust man will, 
I believe, regret the advent of Stock Exchange Committee 
control and all that it implies. The various practices 
on which the Committee will insist as the condition of 
recognition are almost entirely practices which most 
trusts have already been adopting of their own accord, 
so that it will be no hardship. Indeed, a standardisation 
of those practices will be all to the good. In return, the 
fixed trusts will enjoy the increased prestige and improved 
practical facilities which recognition will bestow; and, 
moreover, they will thereby be protected fairly effectively 
against the competition of “ ramp’ newcomers in the 
future. For bankers and brokers, and others who have 
to advise or otherwise assist private investors in invest- 
ment matters, the new order will be an unmitigated 
blessing. Stock Exchange “ recognition’’ will not be 
a guarantee that investment in a trust so recognised 
will be profitable. But at least the bearing of that hall- 
mark will be an assurance that the principles on which 
the trust is run are sound ones according to the Com- 
mittee’s views, and that information provided by the 
trust through the usual channels is reliable and fairly 
stated. 


Belgium’s Kecovery 
By Douglas Jay 

HE full significance of the remarkable economic 
recovery achieved by Belgium since the devalua- 
tion of the belga in March has not yet been fully 
realised. For one thing, reliable news from Belgium is 
not very widely diffused in the British Press. For 
another, a certain attempt has been made to conceal 
the facts by those in other countries who are advocating 
a policy similar to that which brought Belgium to the 
edge of collapse last March. From two new books, 
however, the full story and its very important moral can 
be gleaned. Dr. Einzig’s volume is a collection of 
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essays, partly reprinted and partly new articles, of which 
that on Belgium, entitled ‘“‘ M. Van Zeeland, the Banker- 
Premier,” is one of the most interesting. Professor 
Baudhuin’s book is particularly notable. The author is 
Professor of Economics in Louvain University. He was 
a foremost advocate of devaluation and has been one of 
M. Van Zeeland’s principal advisers throughout the last 
six months. His book, which is written with vigour, 
knowledge and understanding, is a full survey and analysis 
of the events leading up to devaluation, of the crisis in 
which devaluation was achieved, and of the events which 
have followed. It will be read with pleasure and profit 
by bankers, economists and laymen alike.* 

In the eighteen months preceding last March Belgium 
was suffering from an overvalued currency and was 
consequently in the throes of a deflation similar to that 
now being imposed in Holland and France. Production, 
employment and consumption were talling. Exports were 
vanishing, gold flowing out, and imports having to be 
restricted. The Budget was chronically unbalanced, the 
Bank rate chronically high, and the position of the 
commercial banks spasmodically shaky. Voices were 
raised on every side, however, by politicians, industrialists, 
and even some economists, protesting that at all costs 
Budget cuts must be made, incomes reduced and the gold 
parity of the currency preserved. Devaluation, it was 
noisily proclaimed, would mean a vast rise in the cost of 
living which would impoverish everyone; a flight of 
capital which would never return; a rise of the price of 
imported raw materials which would ruin Belgian 
industry; and an outburst of tariffs abroad which would 
offset any temporary advantage secured by devaluation 
for Belgian exports. Finally, it was said, devaluation 
would bring no relief to production, employment, foreign 
trade, the Budget deficit or the banking position. 

By March of this year the Theunis Government’s 
deflationary policy had reduced Belgium to such an 
extremity of depression that the flight of capital began 
to threaten the stability of the internal banking position. 
Even so, M. Theunis attempted to prolong the agony by 


* “ Bankers, Statesmen and Economists.” By Paul Einzig. 
(Macmillan. 258 pages. 8s. 6d.) 

“La Devaluation du Franc Belge.’’ By Fernand Baudhuin. 
(Bruxelles: L’Edition Universelle S.A. 202 pages.) 
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raising credits in France. Fortunately the outflow of 
gold was too much for him, and the exchange rate began 
to fall heavily. At this moment Professor Baudhuin, 
who, together with M. Van Zeeland, seems to have been 
almost alone in understanding the position, had the 
courage publicly to advocate devaluation as the obvious 
remedy. The Catholics resisted it; the Liberals were 
divided; and even the Socialists, though they were 
resolutely opposed to further deflation, were to some 
extent deceived by the warnings uttered against devalua- 
tion. Finally, however, since there was no conceivable 
alternative, a Coalition Government was formed under 
M. Van Zeeland—a banker and relatively young 
man, who had studied economic problems in America 
as well as Europe. Acting partly on the advice of 
Professor Baudhuin, M. Van Zeeland decided on an 
ordered devaluation, deliberately calculated according 
to comparative price indices at 28 per cent. and co- 
ordinated with a comprehensive plan of economic and 
monetary policy. The “ gold profit’’ was used for a 
fund designed to stabilise the gilt-edged market and the 
exchange rate. Exporters were persuaded in the first 
instance not to lower their prices as calculated in foreign 
currency. And certain measures were taken to strengthen 
the banking position. 

The result of these measures was immediate and 
remarkable. Refugee capital returned; gold flowed 
back; banking stability was restored; and the rate of 
interest fell. And steadily from April onwards _ pro- 
duction has increased in almost every industry. Railway 
revenue has also expanded steadily. Exports increased 
at first, according to plan, in Belgian values, but there 
was no marked reduction in price abroad. There were 
consequently no retaliatory tariffs raised against Belgium. 
Gradually, however, a general increase in exports set 
in, so that employment as well as profits began to increase 
in the export industries. Imports have also increased, 
owing to the general revival of activity, and contrary to 
the orthodox prediction that devaluation would have 
a deflationary effect on the rest of the world. As a result 
of all this there has been a steady and rapid fall in 
unemployment, which was nearly 20 per cent. lower in 
August than in March. 

Meanwhile the prophecies of a ruinous rise in prices 
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were completely falsified. The rise in wholesale prices 
was eventually of the order of 20 per cent., compared 
with a “ coefficient of devaluation ’”’ of 39 per cent. That 
this rise did more good than harm to Belgian industry, 
is proved by the increase in production and profits which 
has taken place simultaneously. And the rise in the 
cost of living has been inconsiderable. Immediately after 
devaluation import restrictions on food products were 
removed : with the result that the foreign producer and 
the home producer were benefitted simultaneously, 
without serious loss being inflicted on the domestic 
consumer. Imports, home production and consumption 
all increased. And up to date the rise in the cost of 
living has not exceeded 8 per cent. 

Most remarkable of all, perhaps, has been the effect on 
the Budget. Deflationists generally argue that, whatever 
devaluation may do, it cannot solve the problem of a 
Budget deficit. They forget that a Budget deficit due 
to deflation is caused by falling revenue, and that if the 
deflation is abandoned, the revenue will begin to rise. 
This was what happened in Belgium, instantly and 
substantially. The revenue from custom and turnover 
tax, which in the three months before devaluation was 
running 20 per cent. below the previous year, rose 
immediately after devaluation to a level 30 per cent. 
above it; and as a result the Budget deficit has now 
been wiped out without any “ cuts,’’ any new taxation 
or any spending of the “ gold profit.”’ 

Is this magic? No. It is perfectly sound monetary 
theory. A country with an over-valued currency suffers 
necessarily from a pressure on the exchanges and a 
drain of gold, which makes for chronic high interest 
rates and consequently for chronic depression. A removal 
of the over-valuation naturally reverses the chain of 
causation. There are still some deflationists left in 
Belgium to-day who deny this. After maintaining at 
first that there was no recovery, and then that it was 
due to the Brussels Exhibition, they have finally taken 
refuge in maintaining (now that the Exhibition is over) 
that the recovery must be ‘‘temporaryand artificial.’” For 
those who have eyes to see, however, M. Van Zeeland’s 
policy and Professor Bandhuin’s book are full of the 
highest interest. These two distinguished Belgians have 
assuredly done a very great service to their country. 
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Would that France, Holland and Switzerland could 
find a similar statesman and economist! For the relevant 
conditions in those countries to-day, including the 
clamour of the deflationists, are precisely similar to 
those in Belgium before April, 1935. 


The Bank’s Gold asian 


By Paul Einzig 


FTER having remained almost stationary for 
A over two years, the Bank of England’s gold 
reserve has undergone a noteworthy increase 
during the last few months, and more especially during 
the last few weeks. Between the middle of August and 
the middle of November, the Bank acquired over three 
and a half million pounds of gold. At first, the gold 
purchases announced in the daily bullion bulletin were 
few and far between, and the market was inclined to 
explain them as special transactions between the Bank 
of England and foreign Central Banks desirous of realising 
some of their gold held in London. Later on, however, 
when the purchases became more frequent and the 
amounts became larger, it was impossible not to realise 
that the Bank was carrying out a deliberate plan for 
the increase of its gold reserve. 

Newspaper comments on the Bank’s gold purchases 
were unanimous on one point. They all agreed that 
whatever might be the object of these purchases, the 
gold must have been acquired from the Exchange Equaii- 
sation Account. The general inference was that the Bank 
would not care to buy gold on its own account at the 
market price of 141s. per ounce or more, when it was only 
able to enter the metal in its books at its statutory buying 
price of 84s. tod. These inferences, however, do not 
take full account of the relevant facts. There is nothing 
in the statutes of the Bank to prevent it from buying gold 
at a higher price, since the statutes only prescribe that 
it is the Bank’s duty to buy any amount offered at 
84s. 10d. Again the Finance Act of 1932, which instituted 
the Exchange Equalisation Account, expressly provides 
that any profit or loss arising out of the Bank’s sales or 
purchases of gold must be transferred from the Bank 
to the Exchange Equalisation Account. Thus it is 
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difficult to determine whether the gold was bought from 
the Exchange Equalisation Account, or whether the 
latter’s part was confined to carrying the loss on gold 
bought by the Bank from other sources. 

Evidently the object of the Bank’s gold purchases 
is to increase the gold reserve in order to keep pace with 
the expansion of the note issue amounting to some 
{20,000,000 during the last twelve months. It is true, 
as things are, there is no urgent need to increase the gold 
reserve since the note reserve in the Banking Department 
is still reasonably comfortable. Looking further ahead, 
however, we have to conclude that the Bank’s policy is 
justified. There is no reason to suppose that the expan- 
sion of the note issue has come to an end. In all 
probability, it will continue next year, and unless the 
gold reserve is increased, the note reserve in the Banking 
Department may decline to a level at which it will be 
inadequate to meet holiday demand. It shows a com- 
mendable foresight that, rather than wait until the 
acquisition of gold becomes urgent, the authorities have 
decided to increase the gold reserve gradually. Admit- 
tedly, since the Exchange Equalisation Account possesses 
a substantial reserve, it would be possible to transfer 
some ten to twenty million pounds without notice 
whenever the need to increase the gold reserve actually 
arises. Such a transaction would, however, produce a 
disturbing influence and the Bank is well-advised in 
preferring to acquire gold gradually before its acquisition 
becomes urgent. It is true there are other means by 
which the increasing trend of the note issue could be 
dealt with instead of increasing the gold reserve. One 
of them would be credit restriction and higher bank 
rate. This, however, is contrary to the Government’s 
declared policy and is not likely to be resorted to, 
much as it would be preferred in orthodox quarters. 
On the other hand, the radical camp would prefer 
to leave the gold reserve unchanged and to meet the 
increase of the note circulation by raising the fiduciary 
issue. This course hasin fact been advocated by the 
Midland Bank Monthly Review, but judging by the 
systematic purchase of gold by the Bank of England, 
official quarters are not inclined to adopt it. They prefer 
to strike a middle course between the orthodox and 
the radical solution. 
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Opinions are divided about the effect of the Bank 
of England’s gold buying policy upon sterling. In some 
quarters, the view is held that since the Bank’s purchases 
reduce the strength of the Exchange Equalisation Account 
either by actually reducing the latter’s gold stock or 
by diverting gold which would otherwise have found its 
way to the Exchange Equalisation Account—the result 
must necessarily be a weaker tendency of sterling in the 
long run. In other quarters, however, the view is held 
that far from being a bear point for ste rling, the gold 
transactions constitute an important bull point. They 
argue that the fact that the Exchange Equalisation 
Account can afford to transfer gold to the Bank of 
England shows that it must possess substantial stocks. 
It is recalled that on the two occasions on which similar 
transfers were made on a large scale, the Exchange 
Equalisation Account was suffering from an acute 
embarras de richesse and the object of the transactions 
was to relieve it from its excessive gold supplies. While 
it would be unduly optimistic to assume that the same 
is the case again, the gold holdings of the Exchange 
Equalisation Account are probably much larger than is 
generally assumed. For the past eighteen months or so, 
hardly any of the newly mined South African gold has 
gone to the market and it is reasonable to suppose that 
the weekly arrivals from the Cape were acquired mainly 
by the Exchange Equalisation Account. Thus, although 
the latter has ‘had to spend large amounts during the 
last few months to support sterling, it may nevertheless 
possess a substantial stock. The transfers to the Bank of 
England may be regarded as an indication that pessimism 
regarding the strength of the Exchange Equalisation 
Account is by no means justified. 











The Insurance Outlook 
By F. G. Culmer 


HE return of a strong and stable National Govern- 
ment is a wonderful stimulus for the insurance 
world, primarily because such a Government is 
essential for the maintenance of British credit, upon which 
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the upholding of the status of insurance companies’ 
investment securities is dependent. If the national credit 
were to become seriously impaired the obvious result 
would be a heavy depreciation of the securities in which 
the huge volume of insurance funds are invested. Now, 
happily, for at least a further extended period there will 
be no disturbing agitation for nationalisation of insurance. 

One may well reflect upon the enormous effect on the 
enhancement of British credit exercised by the extensive 
assets held abroad by British insurance companies. 
A very important part is played by insurance in the de- 
velopment and expansion of international trade, as well 
as in the export trade of this country. It is well known 
that insurance companies are responsible for a big 
proportion of the invisible exports which help to make 
up our trade balance. These companies transact an 
immense amount of business in foreign countries, and 
their function as exporters is in no sense lessened in 
importance by the fact that their commodity is not 
measured by the same standard of value as commercially 
marketable varieties of merchandise. 

Insurance, too, is indispensable in relation to the 
productiveness of both capital and labour. Security is 
essential for capital employed in industry, and insurance 
affords protection against adventitious risks, thus elimi- 
nating any possible danger of paralysis. Insurance is an 
aid to credit because it engenders confidence, which is 
part and parcel of credit. Were it not for the safeguarding 
element of insurance there would be less capital available 
for industry and a consequent slowing down of production. 
Therefore, indirectly, insurance stimulates production, 
and incidentally creates an increased demand for labour. 
In thus helping to promote a higher level of national 
prosperity insurance is an important factor in the 
economic scheme of things. 

To a very large extent trade and industry are 
dependent upon the effective and economical service of 
insurance, and through its agency the cost to the consumer 
of commodities in daily use is reduced to a reasonable 
level. It is, therefore, of the greatest importance that 
nothing should be allowed to interfere with the smooth 
working of the insurance system which among individuals 
and in every kind of commercial enterprise has for so 
long operated successfully for the common good. A stable 
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form of government encourages a feeling of security, and 
insurance companies are unhampered in carrying on with 
their world-wide business campaigns. Hence the result 
of the General Election has been a source of unalloyed 
satisfaction to the whole of the insurance world. 

The Stock Exchange is usually a reliable barometer, 
and the great strength of the insurance share market in 
recent weeks is a sure indication that all is well on the 
whole in this many-sided industry. It may not follow 
that one branch or another is doing precisely as well as 
might be hoped or expected, but altogether there is 
abundant reason for taking a favourable view of the 
general position and outlook. A little while ago, owing 
to the uncertainty then prevailing with regard to the 
outcome of the League of Nations’ intervention in the 
Italo-Abyssinia crisis, insurance share values, in common 
with stock and share quotations in other markets, 
experienced a rather heavy decline, but the subsequent 
recovery has been almost complete, and the shares of the 
leading companies are more than ever proving their 
worth as long-term investments. Many of the shares are 
to-day standing at peak prices, and people who bought 
them a few years ago have on paper amassed very sub- 
stantial gains on their investments; while, of course, they 
have the advantage of much higher yields than are nowa- 
days obtainable. For that reason, naturally, the shares 
are worth retaining, and the majority of holders, very 
sensibly, have no intention of parting with them. Apart 
from what may happen internationally or in any other 
extraneous circumstance, there is every reason for 
suggesting that the market will remain firm, albeit in 
the matter of yields there is not a great deal of scope at the 
moment for further capital appreciation. 

Not a single company has reduced its interim dividend, 
while there have been one or two increased distributions. 
It would seem as though the downward trend of interest 
rates has at last been arrested, and if this proves to be 
the case it may not be long before the payment of larger 
dividends in some instances becomes possible. Certainly 
the 1935 reports and accounts will show that the companies 
are in a still stronger position financially, for reserves 
are continually being fortified and funds increased. By 
all accounts the life offices have again enjoyed an active 
campaign, and in the matter of sums assured the new 
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business totals bid fair to compare vieenuaitile with the 
surprisingly good results of last year. 

The curtaile d yields on first-class investment securities 
have kept the annuity market constantly busy, which is 
not surprising in view of the liberal rates of income 
offered by the companies specialising in this class of 
business. Formerly the chief drawback to an annuity 
was the inevitable loss of the capital employed in its 
purchase, but to-day it is possible for this loss to be 
avoided; indeed, in one form of annuity the guaranteed 
annual payments must exceed in the aggregate the amount 
of the purchase money. Naturally in a contract of this 
kind the annuitant must be prepared to accept a lower 
rate of income than he would obtain under the ordinary 
form of immediate annuity, but where it is necessary 
in the event of an annuitant’s early death to provide 
for dependents’ requirements the safeguarding of the 
capital at stake is an important consideration. 

The principle involved is for the life office to guarantee 
the payment of the annuity for a specified number of 
years whether the annuitant lives or dies, and to continue 
it at the same rate thereafter for his or her lifetime. The 
period of years over which payments are guaranteed 
varies according to the age of the annuitant at the 
commencement of the contract. For instance, for a man 
age 55 the rate of income per f£ £100 of purchase money is 
£6 gs. 6d. and the annuity would be payable in any 
event for 16 years, no matter if he died immediately after 
purchasing the annuity, and as long thereafter as he may 
live. So that, in any case, the total sum paid in annuity 
would not be less than {100 12s. In the case of a man 
age 60 the rate of annuity is £7 4s. 5d. per £100, and is 
payable for certain for 14 years, ensuring a total income 
of {101 Is. 10d; or fora man 65 years of age the rate is 
£8 per {100, and it is guaranteed for a minimum of 13 
years, which would bring in a total of £104. 

If a man is prepared to sink his capital in the purchase 
of an annuity with the distinct object of securing as 
large a rate of income as possible, his obvious choice is an 
ordinary immediate annuity, for a man of 55 is entitled 
to an income equal to £7 7s. 2d. per cent., a man of 60 
£8 8s. tod. per cent., and a man of 65 {9 18s. 4d. per 
cent. These are clearly very attractive terms as compared 
with the present-day scale of investment income, and 
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with many people advanced in years who are more or 
less dependent for their livelihood upon somewhat 
slender capital resources the purchase of an annuity is 
often a case of Hobson’s choice. Mention may, perhaps, 
usefully be made of another form of annuity investment, 
which gives the annuitant a 5 per cent. income per annum, 
while at his death a substantial amount of the purchase 
money, plus accumulated bonuses, is returnable to his 
estate. 

In view of the limitations of present-day investment 
conditions exceptional opportunities are presented to the 
life offices for bringing before the public the advantages 
attaching to the investment side of life assurance, and it 
is evident that they are by no means slow in doing so. 
During the present year various new schemes of an 
attractive and useful character have been evolved, and 
now more than ever the value of life assurance as a 
medium of investment is justly regarded as of real 
practical importance. An apt definition of an ideal 
investment is safety of capital combined with an assured 
income. British Government securities will give the 
investor an assured income, but his real problem is to 
secure an investment which will provide him not only 
with his income but also with the return of his capital 
at the time when he can foresee he is likely to require it. 

Not many such investments are available, because 
few securities are redeemable at definite dates. In order 
to meet the demand for an investment of this character 
one life office has devised what it describes as an assured 
capital and income policy. It is left to the investor to 
select for himself the term of years at the end of which 
his capital will be definitely returnable, and in the 
meantime he receives half- yearly interest at an agreed 
rate. One advantage which the policy has over an 
ordinary Stock Exchange investment is that there are 
no stamp duty fees or costs of any description, either 
at the time of purchase or upon realisation of the 
investment. 

The rates of interest-income payable by the office 
are 3 per cent. over a period of five years, 3} per cent. 
over ten years, 3$ per cent. over fifteen years, and 3} per 
cent. over twenty years. This policy is appropriate as 
a means of providing for death duties, as it is a condition 
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that in the event of the investor’s death either the 
whole or such less amount of the capital as the executors 
or administrators may determine, is returnable. It is 
also suitable for an investor who may eventually require 
his capital for the purpose of purchasing an annuity; 
or it may be utilised to provide capital at the end of 
a term of years so as to bridge over the present period 
of low interest rates, and enable the investor to take 
advantage of anticipated lower prices of Stock Exchange 
securities at some future date. There would be no 
difficulty in disposing of the policy if the investor desired 
to part with it before the end of its allotted term, for the 
office would purchase it. 

This is but one out of myriads of ways in which 
life assurance can be utilised to the public advantage, 
and no wonder it is so universally popular, as will be 
testified to by the huge volume of business effected in 
the year now approaching its close. Then there are the 
very vast accumulations of business transacted under 
the heads of fire, accident and general and marine 
insurance, all of which are of the highest importance to 
the different classes of the community in general from 
the viewpoints of security and protection. According 
to statistics so far available 1935 promises to be another 
favourable year for the fire offices, for although home 
fire losses have been greater, those in the United States 
show a large reduction. For the first ten months of the 
year fire losses in the United Kingdom show an increase 
of £1,343,360 over the corresponding period of 1934, as 
compared with a decrease of £828,160 twelve months ago. 
For the first nine months of 1935 fire losses in the United 
States have been £4,574,472 less than for the same period 
of 1934, while for the latter period losses were £6,389,229 
less than for the corresponding nine months of 1933. 

For the whole of 1934 American fire losses showed 
a decline of {8,249,135 below the total for 1933. This 
improvement, following a couple of very unfavourable 
years, when heavy underwriting losses were incurred by 
the various offices, was a welcome turn of the tide, and 
while the full decline in losses for the present year will 
scarcely be comparable with that of last year, the further 
saving effected will be of an appreciable character. 
October witnessed a material improvement with regard 
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to fire losses in Great Britain and Ireland, which amounted 
to only £376,000, as compared with £904,000 in Septem- 
ber, and £554,000 for October of last year. Of course, 
there is more than these direct fire losses to be taken into 
account. Consequential losses, including loss of profits 
during the rebuilding of industrial premises, are covered 
in many cases by special insurance policies, while the 
heavy storms this year have also caused a good deal of 
damage, the cost of which has been recov ered by the 
public under comprehensive policies. 

During the first half of the vear the fire offices effected 
a considerable recove ry in premium income in the United 
States, the decline in which in previous years had been 
a disappointing feature, but it is uncertain whether this 
recovery has been maintained during the last three or 
four months. The importance of the retention of a 
substantial premium income in order to diffuse the cost 
of conducting fire insurance over a wider circle of business 
will be obvious from the viewpoint of successful under- 
writing, but however the position in this respect may 
later on be disclosed, the value of the lightening of the 
loss ratio cannot be under-estimated. 

Among the many types of accident insurance transacted 
for the benefit of the public none is so irksome to under- 
writers as motor insurance, and yet with the continued 
expansion of the motor industry there is none of greater 
importance or necessity. The manifold difficulties 
encountered in the business are revealed by the failure 
of several insurance companies to make profits, and by 
the comparatively small profit-ratios earned by other 
companies who have been fortunate perhaps in making 
ends more than meet. A quintette of company failures 
has taught the lesson, effectually it is to be hoped, that 
motor insurance is inevitably a highly specialised business, 
in which reckless underwriting methods are doomed to 
failure. Happily, in the public interest, the Board of 
Trade is now empowered under a new Act of Parliament, 
passed only a few months ago, to deal summarily with 
companies which are not sufficiently strong financially 
to meet their liabilities as and when they may fall due. 

When compulsory third-party insurance came into 
vogue it proved apparently an irresistible temptation 
to irresponsible underwriters to enter the field. The 
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disastrous results both to the public and themselves 
have already been demonstrated, and it has also been 
proved beyond all possible doubt that motor insurance 
can only be adequately administered by properly con- 
stituted companies armed with the essential technical 
knowledge and effective organisation. Fortunately for 
the good of all concerned, the composite and specialist 
offices possess the essential qualifications for this intricate 
business, and their contracts afford the motoring public 
ample security. So long as the road casualty list continues 
to take such a heavy toll of life and limb, claims are bound 
to remain high, and in the circumstances the insurance 
companies deserve a meed of commendation for keeping 
premium rates within comparatively moderate limits. 

In Great Britain last year 6,040 lives were lost on the 
roads, and 167,135 persons were injured, while there were 
in use 1,871,306 motor vehicles of all kinds. Still more 
and more motor vehicles are being launched on to the 
roads. The authorities have done a good deal to make 
the roads safer, but even so it is unlikely that under- 
writing results for the current year will show much if 
any improvement. Meanwhile insurance interests are 
in close co-operation with the authorities in a laudable 
endeavour to put the motor business on a more stable 
footing, new road facilities are to be instituted, and one 
can only hope that time will prove that the joint efforts 
to improve matters have achieved the desired results. 

Elsewhere in the Accident and General departments of 
insurance there has, as usual, been much activity, and 
while conditions at home and abroad may vary in 
different branches of the business there is no reason, on 
the whole, to anticipate other than a successful year’s 
campaign. There is increasing scope for aviation insur- 
ance as well as credit insurance, each of which, however, 
are essentially specialised forms of business. 

According to statistics compiled by the Liverpool 
Underwriters’ Association, during the nine months ended 
September 30 there was a total of 71 vessels, of 168,745 
tons gross, lost through casualties. For the corresponding 
period of last year the total was 72 vessels of a gross 
tonnage of 201,233 tons. Therefore, so far as losses at 
sea are concerned, the marine insurance market has been 
more favourably circumstanced. Indeed, figures pub- 
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lished by Lloyd’s Register of Shipping show that marine 
losses and lost tonnage for the twelve months ended 
June 30, are substantially lower than for any of the 
previous five years. Laid-up tonnage has fallen con- 
siderably, and the further expansion in the development 
of oil tankers and motor-propelled vessels has been of a 
striking character. 

While it is a matter of profound satisfaction for the 
community in general that it is served so well in all 
branches of insurance business, it is equally of great 
importance that the general outlook for the companies 
that are so ably functioning in these respects is of a 
favourable character, especially as insurance is so closely 
allied to the successful course of industry. There are 
invariably from time to time some phases of insurance 
which are less successful in their operation than others, 
but British insurance companies are so strongly fortified 
with financial resources in consequence of the sound 
policy of administration to which they have always 
adhered, that they are able to face bad times with 
equanimity as they have proved in past times of crisis. 
Never in their history have these companies been so 
strongly buttressed as they are at the present time, and 
they are justly entitled to the full confidence of the 
insuring public. 


Obituary 


As we go to press we regret to learn of the death of 
M. Emile Francqui, the Honorary Governor of the Belgian 
Société Générale. We hope to publish a full notice of his 
career in our next issue. 


Appointments and Ketirements 


Westminster Bank 


Mr. W. W. Woodhams, Treasurer and Deputy- 
Manager of the Westminster Bank, has retired at the 
age of 65. Mr. Woodham’s first banking appointment was 
with the London & South Western Bank at Fenchurch 
Street, 49 years ago. In 1891 he entered the Westminster 
Bank, then known as the London & Westminster Bank, 
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at Lothbury, where he has spent the rest of his long 
period of service. He was appointed Chief Clerk at 
Lothbury in 1918, and Assistant Manager in 1920. In 
May, 1928, he became Deputy-Manager, and in February, 
1929, he was appointed Treasurer and Deputy-Manager. 
Mr. Woodhams’s work as Treasurer has brought him 
into contact with a large circle of business men, particu- 
larly on the Money Market and Stock Exchange. His 
sound judgment, his almost old-world courtesy and 
dignity, and his keen sense of humour and great personal 
kindliness have made him universally liked and respected. 
His many friends in the City will notice a sad gap on his 
retirement, but he goes with the best wishes of all. 


Bank of Toronto 


Mr. J. R. Lamb, the Vice-President of the Bank of 
Toronto, has been elected President in succession to the 
late Mr. W. G. Gooderham. Mr. Lamb was born at 
Alvinston, Toronto, in 1869. He entered the Bank of 
Toronto in 1887, and became Superintendent of the 
Western Division in 1905. He was appointed General 
Manager of the Head Office in 1922, and has been Vice- 
President since January, 1920. 


Barclays Bank (D. C. & QO.) 


Mr. Anthony Charles Barnes, D.S.O., has been elected 
a Director of Barclays Bank (Dominion, Colonial & 
Overseas). Mr. Barnes is on the London Committee, and 
is also Chairman of the Alexandria Local Board and a 
Member of the Palestine Local Board of the bank. 


British Overseas Bank 


Sir James Caird has been appointed to succeed 
Mr. Nigel L. Campbell as Deputy-Chairman of the British 
Overseas Bank for the ensuing year. Sir James has 
retired from the Board of the Latin American Investment 
Trust. 

Mr. Thomas Francis Tallents has been appointed to 
a seat on the Board of the British Overseas Bank. He 
is also a Director of Anderson, Green & Co., the Managers 
of the Orient Steam Navigation Co. 
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Canadian Bank of Commerce 


The Canadian Bank of Commerce announces that after 
four and a half years’ service as London Manager, 
Mr. Crawford Gordon is leaving London towards the end 
of the year to take up the Managership of the main 
Toronto Branch. 

Mr. R. B. Buckerfield is coming over from the bank’s 
New York office, where he has been Second Agent, to 
become Manager at 2, Lombard Street. His Assistant 
Manager will be Mr. R. H. McDade, who has served 
in the Rio de Janeiro Branch for ten years, and was 
appointed Manager there in November, 1932. Mr. McDade 
succeeds Mr. A. R. Phipps, who is retiring on pension 
after twenty-six years’ service as Assistant Manager in 
London. 




























The Dominion Bank 

Mr. Joseph M. Pigott, President of the Pigott Con- 
struction Company, Limited, Hamilton, Ontario, has 
been elected a Director of the Bank. 


Lloyds & National Provincial Foreign Bank 

Lloyds & National Provincial Foreign Bank states 
that Mr. Colin F. Campbell has been appointed Chairman 
of the Bank, in place of Mr. J. W. Beaumont Pease, who 
replaces him as Deputy-Chairman. 


National Provincial Bank 

Sir Samuel Roberts, Bart., has been appointed a 
Director of the National Provincial Bank. Sir Samuel is 
Chairman of several companies, including Newton, 
Chambers & Co., and is also on the Board of the British 
Wagon Co. 


Union Bank of Australia 


Mr. J. W. Hely-Hutchinson has been appointed a 
Director of the Union Bank of Australia. 


Union Bank of Scotland 


The Union Bank of Scotland announces that 
Mr. Samuel McKnight, agent at Strathaven Branch, has 
been appointed agent at the Hamilton Branch in place 
of the late Mr. A. Clark. Mr. Norman George Ferguson 
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Harper, Agent at Stonehaven, succeeds Mr. McKnight as 
agent, and Mr. Arthur Manson, at present Accountant 
at Muirend Branch, Glasgow, has been appointed to 
succeed Mr. Harper at Stonehaven. 


American Banking 
By a Correspondent 


HE continued influx of gold to the United States 
from Europe is beginning to give real concern. In 
the two months following September 9, when the 
latest movement began, nearly $500 millions of gold has 
been sent to America and the monetary gold stocks of the 
United States have now reached about $9,700 millions. 
This influx of gold from abroad has added still further to 
the redundancy of bank reserves. The excess reserves 
of member banks of the Federal Reserve System have 
risen above $3,000 millions and are sufficient to support, 
in theory at least, a 113 per cent. rise in bank deposits. 
Meanwhile there appears to be no immediate prospect of 
a reversal of the current movement, but on the contrary, 
present indications are that, the flow of funds out of London 
having subsided, a large movement from Paris is getting 
under way. 

From the standpoint of the money market the last 
billion dollars or so that have been added to excess bank 
reserves have been without appreciable effect, and so far 
as a stimulation of credit is concerned, it makes very 
little difference whether the excess reserves are $3,000 
millions or a third of that amount. Several circumstances, 
however, have lately combined to direct attention to the 
desirability of effecting an early reduction in this excess. 
The first and most important is the notable improvement 
in business and the accompanying rise in stock prices, 
which appears to forecast a period when conditions might 
lead to an expansion of credit. The second is the comple- 
tion by the Treasury in October of its two-year programme 
of Liberty Loan Refunding which has involved the con- 
version of some $8,200 millions of high coupon bonds 
issued to finance the war. 

So long as this operation was going on there were 
obvious practical obstacles in the way of any action by 
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the Federal Reserve System to contract bank reserves. 
Now that it is out of the way the problem can at least 
be considered although it is still by no means simple. 
Two measures are available for absorbing a part of the 
present unwieldy volume of excess reserves. The first 
is the traditional method of selling the Government 
securities, amounting to approximately $2,500 millions, 
now held by the Federal Reserve Banks. The second, 
a hitherto untried instrument, is the authority given to the 
Federal Reserve Board in the new Banking Act of 1935 
to increase member bank reserve requirements up to 
a maximum of 100 per cent. above the present legal limits. 

Either one of these measures by itself would be 
sufficient to wipe out most of the current excess of bank 
reserves, while together they could take care of an excess 
considerably larger than the present amount. In theory, 
at least, there is ample means for handling the problem 
of excess reserves, but as a practical matter the problem 
promises to be extremely difficult. Any attempt by the 
Federal Reserve Banks to dispose of their holdings of 
government securities in the open market would almost 
certainly be taken by a large number of banks as a signal 
that the time had come to begin unloading their dispro- 
portionately large holdings of these investments, and 
might conceivably bring on a collapse of the government 
securities market that would throw a killing frost on the 
still tender shoots of recovery. 

The alternative method, that of increasing reserve 
requirements, presents equal difficulties, partly for the 
reason that it would carry much the same implications as 
open market sales of “‘ governments,’’ and partly because, 
being a new and hitherto untried device, its results can 
only be guessed at, and its use might by reason of novelty 
cause particular alarm on the part of individual banks. 

The Federal Reserve authorities are known to have 
given intensive study to the subject within recent weeks 
and it appears almost certain that before long they will 
attempt some action in the matter. The logical time 
for such a step would be the first five or six weeks of the 
new year, when there is normally a rapid retirement of 
currency from circulation, and when in the absence of 
any counteracting measures excess reserves might be 
expected to undergo a further rapid expansion. Opinion 
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within the Federal Reserve councils is sharply divided 
as to the better way of attacking the question, but it 
appears that recently a proposal to increase reserve re- 
quirements first, holding in reserve the instrument of 
open market sales, has found increasing favour. 

The chief reason for preferring this line of attack 
appears to be the belief that of the two methods of 
control that of open market sales would be easier to apply 
at a later date, should it become necessary to check a 
boom. The raising of reserve requirements, if it is to be 
used at all, could more easily be applied at this time, 
when virtually every bank in the country holds excess 
reserves, than at a later time, when an expansion of bank 
credit might have resulted in a condition such that 
arbitrarily to increase reserve requirements of all banks 
overnight might be to run the risk of forcing some over- 
extended institutions into bankruptcy. 

Although the Federal Reserve authorities are in control 
of both methods it is felt that a change in reserve require- 
ments could only be undertaken with governmental 
sanction, whereas open market sales of government 
securities could more easily be handled on the authority 
of the Federal System acting independently. This is 
a strong argument for employing first the governmental 
instrument of changing reserve requirements, since it is 
contended that should this method be held in reserve for 
use in checking a possible boom it might never be applied 
at all, due to the recognised reluctance of government 
officials to accept responsibility for so unpopular a course. 

Apart from the risks of upsetting the government 
securities market, bankers would welcome some move to 
reduce excess reserves as a step in the direction of increasing 
the current unremunerative rates in the money market. 
Without waiting for this action the New York Clearing 
House banks in October began another effort to increase 
money rates artificially. Towards the end of the month 
they advanced the call money rate from } to ? per cent. 
The rate of } per cent. had been in force since last April, 
when a previous “ gentlemen's agreement” to peg call 
money at I per cent. had collapsed. Accompanying the 
concerted advance in call money, there was a rise in 
time money rates from } to I per cent. for all maturities. 

This manceuvre somewhat laboriously carried out will 
R 
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protect the bankers from the absurd position of lending 
money for less than the cost of handling the loans, but 
it has not advanced them very far in the direction of 
a profitable employment of their funds. In spite of the 
better business conditions and the rising stock market, 
the month of October witnessed a further decline in the 
earning assets of reporting member banks of the Federal 
Reserve System in g1 leading cities, while demand deposits 
continue as usual to advance. The following table shows 
the principal changes in deposits, loans and investments 
of the reporting banks in the past month and year :— 

(in millions of dollars.) Increase or Decrease 


since 
Oct. 30, Oct. 2, Oct. 31, 
1935- 1935- 1934. 
Net demand deposits _ + 16,567 +259 + 3,057 
Total loans and investments a» 26,087 53 t1,190 
Loans on securities ... aie ve 2,889 97 162 
Other loans ... - ais re 4,536 34 220 
U.S. Government direct obligations 7,569 - 19 t- 930 
Other securities “ta ea Kai 4,033 +- Q7 + 642 


French Banking 
By M. Mitzakis 


URING the month of October the French money 
D market did not undergo any fundamental change. 

The market rate of discount was lowered, but its 
decline was not sufficient to indicate an improvement of 
credit conditions. The volume of transactions was in 
any case very small. The French money market remains 
invariably tight and indeed it is only with the constant 
assistance of the Bank of France that it can function at 
all. The happy period when banks could do without 
the assistance of the bank of issue and were able to 
provide for their own cash requirements has been over 
for some time. The market is now heavily indebted to 
the Bank of France, and there is every reason to believe 
that this situation will continue. 

In consequence of the state of dependence of the 
market on the Central Bank, the official bank rate has in 
fact become the actual rate for loans. It is true the 
market rate of discount is between 2% and 2{ per cent., 
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while the bank rate is 3 per cent., but this discrepancy is 
very small. At the time of easy money conditions, the 
discrepancy was I per cent. and even 1} per cent. 

The following table shows erste in money rates 
during the two months under review : 


End of End of End of 


Aug. Sept. Oct. 
1935 1935 1935 
re) oO 0 
oO 0 oO 
Banque de France, rediscount rate* 3 3 3 
Market rate of discount oa seis 24 25 2} 
Day-to-day money ... ns 2} 24 24 
Loans on Bons de la Défense Nationale : 
Market rate for 1 month ve 7 3% 3 3 
Market rate for 3 months rr oe 34 3} 
Rates of loans on securities : 
On the Parquet 1} ; 2 
On the Coulisse ... nek one ; 5} 4? 4? 


* The Bank rate was raised from 3 to 4 per cent. on November 14, 
from 4 to § per cent. on November 21, and from § to 6 per cent. on 
November 25. 


The monetary stringency in Paris is due to the large 
requirements of the Treasury. Month after month the 
latter has to call upon the banks to raise the funds 
necessary for its current requirements. Since the com- 
mercial banks no longer possess surplus cash resources 
the bank of issue has to intervene and supply the capital 
required for the functioning of the Treasury. This state 
of affairs has been going on ever since May last. Between 
April 28 and June 7 the Bank of France lost ten milliard 
francs of gold. These withdrawals were financed mainly 
through withdrawing deposits from the banks, and the 
result was a substantial reduction of funds at the disposal 
of the money market. As in spite of the measures adopted 
by M. Laval’s Government to restore confidence there 
has since been no material reversal of the trend, the 
credit conditions in Paris remained stringent. 

The tight conditions in the French money market are 
of an abnormal character. Even though the resources of 
the banks have become reduced through gold hoarding, 
the public continues to possess large funds. Hoarding 
of bank notes continues unabated. "cine the currency 
crisis of May, none of the notes hoarded appear to have 
been converted into gold. Although it is difficult to make 
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a reliable estimate of its amount, it is reasonable to 
assume that the volume of hoarded bank notes is at least 
25 milliard francs and possibly even over 30 milliard 
francs. In addition to this, internal gold hoardings are 
estimated at between Io and 15 milliard francs. If only 
a fraction of this capital were to return to the banks and 
become available for the money market, there would be a 
considerable improvement in conditions, and money 
rates would fall materially. Up to now, however, this 
capital has remained hoarded. The appeals addressed to 
the public by the Minister of Finance failed to induce the 
hoarders to discontinue their attitude which is contrary 
to their interest, since capital thus held yields no income. 
Owing to lack of confidence hoarding continues. 

The prevalence of hoarding embarrasses the Govern- 
ment considerably, since it has become difficult to raise 
the funds required for extraordinary expenditure. From 
an economic point of view hoarding is also disadvan- 
tageous since it prevents trade recovery. From a 
monetary point of view, the result of hoarding is that 
the Bank of France has to maintain relatively high 
interest rates. It is beyond doubt that should the F rench 
public show more confidence, the central bank would not 
hesitate to lower its bank rate below 3 per cent. Its 
management is anxious to reduce as far as possible the 
interest burden of French trade. It is, however, impos- 
sible to carry out this intention. 

The Bank of France rediscounts remain at too high 
a level. During the last few months they have been 
increasing almost incessantly. In April last, before the 
crisis of the franc, they amounted to between three and 
four milliard francs, while by the end of October they 
had risen to over eight milliards. This increase cannot be 
explained by any expansion in commercial requirements, 
as the economic situation has certainly not improved 
in the meantime. The increase of rediscounts was due 
to the contraction of the money market resources, and 
especially to the requirements of the Treasury which 
had to draw upon the banks at frequent intervals to meet 
its liabilities. Since the banks themselves were not in a 
position to take up the Treasury bills, they had to 
rediscount part of their portfolio with the Central Bank. 
It is impossible to ascertain the amount of Treasury bills 
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rediscounted by the Bank of France since May, but it is 
believed to be fairly substantial. 

End of Endof_ End of 

Aug. Sept. Oct. 


1935, 1935 1935 
(Millions of francs) 


ASSETS. 
Gold Reserve __... .» 91,742 71,952 72,158 
Foreign Exchange reserve . (tote il) bat 1,015 1,016 1,045 
Sight... = ce =e oes , 8 
Time... mt ee ve ‘aj 1,008 1,008 1,037 
Discounts (total) i a oe 7,796 8,277. 8,319 
Bills of France. : bat “oe 7,575 8,060 8,077 
Bills on Foreign ‘countries... Si 221 217 242 
Advances on bullion ees oe ae 1,212 1,210 1,210 
Advances on securities ... ita ss 3,103 3,098 3,130 
Advances up to 30 days “<— ~ 544 192 73 
Bonds of the Caisse Autonome ee 5,800 5,800 5,800 


LIABILITIES. 


Note circulation ... ...  82,24% 82,399 82,035 
Current and deposit accounts (total) es 13,909 13,899 14,283 
Of which— 
Treasury a ‘in _ oe 128 79 98 
Caisse Autonome mae ot my 3,116 2,972 2,801 
Private accounts ate ae Ris 10,480 10,595 11,228 
Sundry i me aa 185 252 157 
Total of vight lic Lbilitie S 033 dea 96,150 96,298 96,318 
Percentage of gold cover as ... 74°63% 74°72% 74°92% 


The question of rediscounting Treasury bills by the 
Bank of France is beginning to cause uneasiness in 
financial circles. In 1933 when it was raised first, the then 
management of the Bank of France made it plain that it 
was not in favour of rediscounting Treasury bills. At 
present the policy of the Bank of France is more liberal, 
since it admits Treasury bills for rediscount. Should this 
arrangement be maintained for some time, however, it 
would endanger the stability of the franc. It is therefore 
necessary for the Government to find other means of 
financing its deficit. In this respect, the Government’s 
task is by no means easy. Notwithstanding all its efforts 
attained through the issue of a large number of decrees, 
the Government of M. Laval has not succeeded in 
restoring confidence completely, for Political troubles and 
the approach of the general election have in part neu- 
tralised his action. The Government was unable to 
benefit by the result of its policy of deflation. In 
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particular it was unable to bring about a rise in 
Government loans. 

In drawing upon the resources of the Bank of France, 
the Government had hoped to be able sooner or later 
to cover its requirements in the capital market. It seems 
that these hopes will have to be abandoned for the time 
being at any rate. There can be no question of financing 
expenditure by new short-term loans since the resources 
of the money market are completely exhausted. 


«*, Since our correspondent’s report was received, the 
Bank of France has incurred fresh gold losses, and has 
had to raise its rediscount rate from 3 to 6 per cent. 


German Banking 


By a Correspondent 


HE development of the condition of the Reichsbank, 
the Gold Discount Bank and the commercial banks 
remained in October under the influence of the 
Government issue of one milliard reichsmarks. Sub- 
scribers paid in the instalments for the most part before 
they became due. As a result, banks lost deposits, and 
had to fall back upon the Reichsbank for the financing 
of the withdrawals. At the same time, the Government 
was able to meet some maturing liabilities out of the 
proceeds of the loan. The tendency towards the increased 
liquidity of the German money and capital market 
through the financing of public works continued. The 
issue of the Government loan caused only a passing 
stringency in the money market. 

Nevertheless, end-of-month requirements from the 
Reichsbank at the end of October amounted to Rm. 442 
millions, against Rm. 339 millions in 1934. During 
November, however, they were liquidated unusually 
rapidly, for by the middle of the month, 88 per cent. had 
been repaid, compared with 69 per cent. a year ago. In 
this connection there was also a contraction in the active 
note circulation which had been steadily increasing during 
previous months. During the first half of November the 
circulation declined by Rm. 329 millions, against Rm. 273 
millions during the first half of November 1934. As a 
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result, the increase compared with last year dropped 
below Rm. 500 millions. Seasonal influences were largely 
responsible for these movements. Requirements for the 
financing of the crops were less than a year ago, but on 
the other hand, trade recovery resulted in an increase of 
currency requirements compared with last year. During 
the first half of 1935, the note issue was more than 5 per 
cent. higher than in 1933, and it is believed that the 
velocity of circulation must have increased by 15 per cent. 
It is worth noting that for the first time after a long 
interval the Government availed itself once more of the 
credit which is at its disposal at the Reichsbank. This is 
explained by seasonal influences, as the cash requirements 
of the Treasury usually increase towards the end of the 
year. 

‘At the Gold Discount Bank the repercussions of the 
Government issues during October were no_ longer 
substantial. While in September the increase of pro- 
missory notes declined from Rm. 651 millions to Rm. 495 
millions, in October it declined only slightly to Rm. 492 
millions. At the same time, outside resources declined 
from Rm. 563 millions to Rm. 551 millions. Although 
the amount received through the subscription of the 
Government’s loan went through the hands of the 
Gold Discount Gesellschaft, as the amounts received 
were forwarded promptly it did not affect the bank’s 
position. On the assets side of the return, changes in 
the Gold Discount Bank were also slight in October. 

At the Conversion Office for German External Loans 
to which the amounts held up by transfer restrictions 
are paid in, the total of the monthly return rose in 
October from Rm. 384-2 millions at the end of August 
and Rm. 396-7 millions at the end of September to 
Rm. 416-6 millions at the end of October. This is all 
the more remarkable as the liquidation of old scrips issues 
prior to June 30, 1934, continued. The outstanding 
amount declined in October from Rm. 33:3 millions to 
Rm. 26-9 millions. The 4 per cent. sterling scrips 
increased from Rm. 23-8 millions to Rm. 27-6 millions 
while the 4 per cent. French franc scrips advanced from 
Rm. 1-6 millions to Rm. 7-5 millions. Other liabilities 
increased from Rm. 337-9 millions to Rm. 354:6 millions. 
On the assets side, investments declined from Rm. ro1- 4 
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millions to Rm. 190-9 millions, while claims against the 
Reichsbank increased from Rm. 200-8 millions to Rm. 
217°3 millions. 

The outside resources of the five big Berlin banks 
further declined in September by Rm. 85 millions against 
a decline of Rm. 74 millions in August. This was due to 
subscriptions to the Government loan, but the amount of 
the decline was much smaller than the amounts subscribed. 
The repayment of foreign credits continued. On the 
assets side, there was a further increase of debtors by 
Rm. 35 millions, which was due in part to the increased 
requirements of industry and in part to seasonal influences. 
As a result of the issue of the Government loan, the 
banks’ holding of Treasury bills and other bills declined 
considerably in September. The Central Institution of 
German Savings Banks showed a further slight increase 
of outside resources. Savings banks had in September a 
small surplus of new deposits over withdrawals, but 
withdrawals increased towards the end of the month in 
accordance with seasonal influences. 


Latin America 


By a Correspondent 

HE new Central Bank of the Argentine Republic 
constituted in June last is now in active operation, 
and the statements which it is now regularly 
publishing show a very strong position. The return 
dated June 30 last showed that the gold holding at home 
at that date was 1,224,417,646 pesos—this being the 
revalued figure of the gold formerly held by the super- 
seded Conversion Office—while gold and foreign currencies 
abroad were shown at 117,014,036 pesos. The note issue 
having been 940,025,090 pesos, the guarantee in gold and 
foreign currencies there against was 142-70 per cent., 
whilst the guarantee against the note issue and sight 
liabilities combined was 81-74 per cent. The return 
dated September 30 gave the latter percentage at 83-34 
per cent., the total gold holding having been 1,335,698,119 
pesos, against total sight liabilities of 1,602,588,175 pesos. 
of which the note circulation represented 932,199,120 
pesos. 
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So far as concerns the commercial banks, the following 
comparative table gives the totals of deposits, discounts 
and cash reserves in respect of all the Buenos Aires 
banks and illustrates the generally liquid position :— 


Discounts and Cash 

Deposits. Advances. Reserves. 
Pesos (paper). Pesos (paper). Pesos (paper). 
July, 1935 -«-. «+ 3,457,434,795  2,566,502,896 707,001,465 
June, 1935 .-. ... 3,487,044,847  2,588,263,609 758,749,175 
July, 1934... .» 3,556,103,410 3,032,814,868 697,471,775 


The general expansion in business activity is reflected 
in the increase in the aggregate value of instruments 
passed through the Buenos Aires Bank Clearing House. 
In September, 1935, these totalled 2,900,726,000 pesos, 
compared with 2,621,494,000 pesos in the previous month, 
and with 2,231,568,000 pesos in September, 1934. The 
money market has been steady during the current year, 
but a fractional increase during the past quarter in fixed 
deposit rates reflects the rather better demand for funds. 
Both the development of the local capital market and 
the improvement in Government and Municipal credit are 
indicated in the large bond conversion operations which 
have recently been successfully carried through. 

In the Buenos Aires “ official ’’ exchange market the 
average tender rate paid by remitters has continued 
markedly steady at around 17 pesos per f£ sterling. The 
“free’’ rate has tended to improve, the marginal 
percentage over the “ official ’’ rate being now only some 
6} per cent., and there is now, relatively speaking, little 
trouble in sending personal funds out of the country at 
that rate. Importers of goods through the “ free”’ 
market, however—i.e. goods bought without a prior 
permit from Japan and other countries having no special 
Agreement with the Argentine—pay a surcharge bringing 
the cost of remittance up to 20 per cent. above the 
“official ’’ rate. This tends materially to reduce the 
competition against British goods, for which permits 
are obtainable ‘and for which payments at the “ official ”’ 
rate are coming forward smoothly. There is every reason 
to believe that the unique interdependence of Anglo- 
Argentine trade will ensure perpetuation of the reciprocal 
principles embodied in the Roca Agreement upon the 
expiry of that Agreement next year. 
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After the prolonged drought which materially reduced 
the acreage sown to cereals, good rainfalls have recently 
occurred in the Argentine, but, nevertheless, the forth- 
coming grain harvest will certainly be much less than 
that of last year, so that unless the reduced yield is 
substantially set-off by higher prices, an important source 
of exchange will definitely contract. Owing to the present 
indirect control of the Government over the exchange 
market, however, combined with the operations of the 
Central Bank, there is now definite assurance that 
seasonal variations in grain market conditions will not 
cause such violent fluctuations in exchange as have 
been so evident in the past history of the country. 

In the course of a recent debate in the Argentine 
Chamber of Deputies, it was disclosed that the profit 
accruing to the Government from exchange operations 
since the inception of the present exchange control system 
at end November, 1933, up to August 15, 1935, was 
197,800,000 pesos, of which sum 69,500,000 pesos had 
been transferred to the Treasury to meet public debt 
services. The remaining funds have been employed to 
some extent for the purpose of maintaining minimum 
prices in various national industries, a sum of 9,100,000 
pesos having been utilised by the Grain Regulating 
Board, 3,100,000 pesos by the Dairy Board, 300,000 
pesos by the Cotton Board, and 3,000,000 pesos by the 
Cattle Board. The balance of 112,800,000 pesos is being 
utilised as an Exchange Equalisation Fund, but, among 
the many Bills passed by Congress just before its recent 
recess was one seeking to appropriate a further 50,000,000 
pesos out of the Fund to be devoted to the construction 
of grain elevators which it had originally been intended to 
finance by means of special bond issues. The Message 
accompanying the Bill stated that it had always been 
the Government’s intention to return to producers a 
part of the profit under the existing exchange régime in 
the form of works beneficial to the interests of the 
country’s agricultural industries. A conflicting point of 
view, however—held notably by importers, railway 
companies and other large remitters—is that the Fund 
represents the yield of heavy indirect taxation upon them, 
so that its diversion to public works, the national debt 
service, etc., is viewed with mixed feelings. Some con- 
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cession in this respect may be foreshadowed by recent 
news from Buenos Aires that sales of official exchange 
may soon be effected at rates to be fixed by the 
Central Bank instead of at auction. Meanwhile, 
the likelihood of a further increase in the Exchange 
Profits Fund is indicated by the rising trend in Argentine 
imports which for the first nine months of 1935 totalled 
882,444,484 pesos, against 801,706,270 pesos in the same 
period of 1934. With only a comparatively slight increase 
in exports to 1,181,932,470 pesos, the favourable balance 
of trade for the nine months is about the same as that 
established to date last year, i.e. 299,000,000 pesos. All 
the main lines of imports showed expansion, the develop- 
ments in road transport as well as in national manufac- 
turing industries having combined notably to increase the 
value of purchases of machinery and vehicles during the 
first nine months of this year by over 56 per cent. 
compared with last year. Probably for similar reasons 
imports of iron and iron manufactures increased by 
19-4 per cent., whilst those of textiles and textile manu- 
factures—the chief British trade line with the Argentine— 
increased by 7-2 per cent. to 205,000,000 pesos. 

In Brazil, the exchange control position continues 
difficult and complicated owing to the constant changes 
in regulations as well as in the basic economic position. 
British exporters are naturally reluctant to ship to 
Brazil as there are apprehensions, among other things, 
of the accumulation of a third mass of frozen credits, 
unless the exchange position is promptly regularised. 
Recent reports from Brazil, however, indicate that there 
may be early possibilities of giving practical effect to the 
Anglo-Brazilian Payments Agreement of March last, in 
which case an important step would be taken towards 
normalising the exchange position. The Brazilian “ free ’’ 
exchange rate has advanced to around 88 milreis per {, 
so that the increased cost of imported goods also militates 
against business. The general Brazilian outlook continues 
to depend upon a recovery in the export trade, particu- 
larly for coffee, and latest statistics of coffee shipments 
indicate that future trade returns should be somewhat 
more encouraging. 

Doubtless largely owing to the heavy increases in 
imports of raw material and machinery required for the 
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rapidly expanding national industries, the total value 
of Chile’s imports in the first eight months of 1935 jumped 
to 193:2 million pesos of 6d. (gold), against 122-7 
millions in the same period of 1934, while exports were 
only slightly better at 340 millions. Frozen peso com- 
mercial credits have now been largely liquidated, and 
there is no doubt that the supply of exchange which 
passes through Government hands enables official inter- 
vention to keep the “ export”’ rate steady at around 
120 pesos per {. Following the temporary setback in 
June, operations (i.e. discounts and loans) of the Chilean 
commercial banks have continued to increase and at the 
end of July totalled 1,568-2 million pesos—an increase 
of 162 millions in the seven months of the year. Deposits 
of the commercial banks at 1,439°8 million pesos showed 
an increase in the same period of 108 million pesos. The 
cash situation continued satisfactory, the average daily 
balance in the second half of July having been 350:4 
million pesos. There was thus an excess of 129-3 million 
pesos over the legal minimum cash requirements of 
221:1 million pesos. The operations of the Central Bank 
of Chile—i.e. discounts, rediscounts and loans—were 
maintained in July and August at around 800 million 
pesos, whilst the country’s note circulation also remained 
steady in the neighbourhood of g2r million pesos. The 
increased trade is reflected in the total value of instru- 
ments which is passing through the Chilean Clearing 
Houses, the total for July, 1935, having been 1,411-4 
million pesos, against 1,286-1 millions in June, and 
1,260-7 millions in July, 1934. 

The Central American coffee markets have partially 
recovered on a rather better European demand, but the 
German quota system and compensatory trade arrange- 
ments result in an over-supply of German goods in the 
markets mentioned. Nevertheless, there has been some 
alleviation of exchange restrictions in this region. 
Ecuador, for example, has abolished exchange control in 
mid-October—although there are still outstanding some 
‘blocked ’’ commercial debts—while Colombia has 
reduced from 15 to 12 per cent. the Government’s 
appropriation of export drafts, so that the proportion of 
export exchange available in the open market has now 
been increased from 85 to 88 per cent. Apart, however, 
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from considerations of exchange restrictions and currency 
depreciation, the banking industry in Latin America 
continues to be adversely affected by legislative measures 
for protection of debtors at the expense of their creditors. 
In addition to moratoria, several countries have fixed 
maximum rates of interest which are well below normal 
levels, and, indeed, are well under what would be the 
proper rates if the element of risk be taken into 
consideration. 


International Banking Review 
ITALY 

URING the month under review the economic 
D and financial sanctions adopted at Geneva became 

operative in Great Britain as a result of the issue 
of two Orders in Council. These measures are discussed 
in a special article on a previous page. The first placed 
an embargo on all credit operations in favour of Italy. 
It affected banking relations with Italy to a considerable 
degree. It is true that London banks called in their 
credits to Italian banks in August, and from this point of 
view the new law merely confirmed the existing state 
of affairs. Similarly, the prohibition of discounting Italian 
bills caused no real change, since these bills have for 
some time been unplaceable. On the other hand, in 
many respects the Order in Council placed additional 
restrictions upon transactions with Italy or with Italian 
subjects. It is no longer possible to grant credits to Italy 
even if such credits are guaranteed by security outside 
Italy. Nor is it possible to finance transactions by 
Italian firms resident outside Italy or the United 
Kingdom. 

As the terms of the Order in Council were rather 
vague, its publication created a great deal of uncertainty 
as to its interpretation. A number of doubtful points 
have arisen and the Bank of England, the Board of 
Trade and the Treasury were inundated with inquiries 
by merchants and bankers. On the whole, banks in 
London were inclined to err on the safe side and avoid 
the risk of violating the letter or spirit of the decree. 

The second Order in Council introduced compulsory 
exchange clearing in relation to Italy. Until now the 
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clearing arrangement operating with Italy was one- 
sided, since while it was compulsory for Italian importers 
to pay the purchase price of British goods into the 
clearing account kept by the Italian National Institute 
of Exchange, it was purely optional for British importers 
of Italian goods to pay the purchase price into the clearing 
account kept with the Bank of England. From now, 
however, importers will be compelled to pay the purchased 
price into the account of the controller of Anglo-Italian 
debts at the Bank of England. As a result it will be 
possible to clear more than half of the credit balances 
on the Italian clearing account amounting to nearly 
£2,000,000. While the embargo placed on imports from 
Italy will make it impossible to clear the whole amount, 
it will be possible at least to use the amounts due for 
imports which have already been received for the settle- 
ment of the claims of British exporters to Italy. 

The arrangement is considered to be of great impor- 
tance because it creates a precedent. Until now, the 
British Government has persistently refused to adopt 
compulsory exchange clearing. As a result of the Italian 
arrangement, pressure in favour of the adoption of 
similar measures in relation to several other countries is 
likely to increase. 


HOLLAND 


The Netherlands Bank reduced its official rediscount 
rate from 6 per cent. to 3} per cent. during the month 
under review. It was raised to 6 per cent. in September 
as a result of the flight from the guilder caused by fears 
of another political crisis. The reduction has become 
possible because Dr. Colijn has reached a compromise with 
his opposition. He abandoned his drastic deflationary 
economics and a budgetary deficit of about 100,000,000 
guilders was carried forward. In doing so, he averted 
a cabinet crisis and the flight from the guilder came to a 
standstill. 

Negotiations are being carried on between the 
Commerz-und Privatbank and the Dresdner Bank on 
the one hand, and a London banking firm S. Japhet & Co., 
Ltd., for the acquisition of 49 per cent. of the share 
capital of the Amsterdam banking firm of Hugo Kauff- 
mann & Co. The capital of the banking firm is 5,000,000 
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guilders, of which 2,500,000 has been paid up. 51 per 
cent. of the share capital is held by Mr. Hugo Kauffmann 
and by Dutch banking interests. The bank was estab- 
lished after the stabilisation of the reichsmark when a 
large number of German controlled banks were created 
in Amsterdam to conduct the external financial business 
of Germany. It is believed that according to the pro- 
posed arrangements Messrs. Japhet & Co. will pay the 
purchase price in blocked marks. 


SWEDEN 


The application of economic sanctions against Italy 
merely confirmed an existing state, as Swedish banks had. 
ever since the outbreak of the present political crisis, 
displayed great cautiousness in their credit operations 
with Italy. The political strain, however, keeps investors 
away from the bond market, which has resulted in a 
decline for bonds throughout October. The money 
easiness continued and the joint-stock banks’ holdings 
“ Cash and at Bank of Sweden ”’ rose from Kr. 352 millions 
on September 30, to Kr. 403 millions on October 31. Out 
of this rise the Skandinaviska Kreditaktiebolaget alone 
accounted for a further cash increase of Kr. 20 millions 
and the Svenska Handelsbanken for Kr. 17 millions. 

Total deposits have risen from Kr. 3,718 millions to 
Kr. 3,737 millions, with sight accounts increasing at the 
expense of term deposits. In contrast to the foregoing 
month’s trend, advances fell in October from Kr. 3,883 
millions to Kr. 3,861 millions, the contraction being due 
to seasonal circumstances. The flight from foreign 
currencies to the Krona, announced in the preceding issue 
of THE BANKER, has lost its strength, and debit balances 
with foreign banks show this time a contraction of only 
a few millions, whereas foreign bills have increased by 
8 million kronor. 

While the Swedish joint-stock banks’ returns for 
October do not reveal any special features, except a 
somewhat abnormal liquidity, the Riksbank’s returns are 
of a more interesting nature. As already foreshadowed in 
THE BANKER’S November issue, the Riksbank con- 
siderably increased its gold purchases in October. The 
gold reserve rose from Kr. 363 millions to Kr. 384 millions, 
the purchases having taken place partly at the expense 
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of foreign bills holdings, which have fallen from Kr. 408 
millions to Kr. 373 millions. At the same time the 
Bank’s holdings in foreign bonds have increased from 
Kr. 65 millions to Kr. 70 millions and its balances with 
foreign banks from Kr. 184 millions to Kr. 195 millions. 
These transactions reveal the present policy of the 
Riksbank, which in view of the political uncertainty 
abroad finds it advisable to convert some of its more 
vulnerable foreign assets into gold at the expense of the 
total yield from foreign holdings. During the month 
under review the Bank’s note circulation has fallen 
from Kr. 771 millions to Kr. 743 millions. 

The Riksbank’s and the 28 Swedish joint-stock 
banks total foreign balance (debit accounts with foreign 
banks, foreign bills and bonds less credit accounts with 
foreign banks and rediscounted bills) amounted on 
October 31 to Kr. 843-2 millions as against Kr. 849-9 
millions on September 30. For the same period total 
assets had risen from Kr. 6-748 millions to Kr. 6-802 
millions. 

SWITZERLAND 

During the third quarter of the year Swiss banks 
in general made some progress in liquidating their assets 
so as to make up for the decline of their liquidity caused 
by heavy withdrawals of deposits. They have realised 
part of their frozen German assets, at the cost of cutting 
a heavy loss on the registered marks they sold. At the 
same time, internal credits were also reduced. The 
withdrawal of deposits came more or less to a standstill 
but there was no sign of the return of the deposits 
withdrawn during the first half of the year. 

The efforts of two Swiss municipalities, the City of 
Geneva and the City of Zurich, to issue loans in the 
London market have aroused much interest both in 
Switzerland and in London. Both municipalities are 
governed by the Socialist Party, and for this reason they 
found it difficult to obtain any loans from the Swiss 
banks, which in any case were anxious to reduce rather 
than increase their commitments. The municipalities 
got into contact with a recently established small London 
firm called Anglo-European Properties, Ltd. Agree- 
ments were reached for the conclusion of a 4} per cent. 
loan of £800,000 at 93 per cent. for Geneva and a 
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£1,300,000 44 per cent. loan for Zurich at 93 per cent. 
It was, however, impossible to carry through the transac- 
tion since the existence of a Treasury embargo on foreign 
loans made a public issue impossible. 


AUSTRIA. 

Negotiations for a definite settlement of the Austrian 
Government’s liability to the foreign creditors of the 
Austrian Creditanstalt failed to lead to an agreement. 
The Austrian negotiators insisted that at present the 
situation was too uncertain for the Austrian Government 
to make any definite offer to the creditors, and proposed a 
postponement of the negotiations by six to twelve 
months. The creditors, however, refused to agree to 
such a course and maintained that during the past twelve 
months financial conditions in Austria have improved 
sufficiently to enable the Government to make an offer to 
the creditors. The negotiators returned to Vienna but 
it is hoped that before long parleys will be resumed 
with a better chance of success. 


CHINA 

The Chinese monetary reform has resulted in a 
fundamental change in the banking situation in the 
country. The three leading Chinese banks of issue, the 
Central Bank, the Bank of China and the Bank of Com- 
munications will assume the sole note issuing right, 
which in the course of time will be amalgamated in the 
hands of the new Central Bank. All other banks, 
Chinese and foreign, which have so far had the right 
to issue notes, will cease to have that right and will have 
to confine their activities to commercial banking. They 
will be authorised to repay their notes in legal tender, 
and they will have to surrender their silver reserves to 
the Central Bank. On October 16, the Chinese banks in 
Shanghai held silver amounting to 281,000,000 Shanghai 
dollars, while the foreign banks held 35,000,000 Shanghai 
dollars. Of the latter, however, the Japanese banks 
refused to surrender their stocks. 
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Books 


THE Two Nations. A Financial History of England from 
the Standpoint of a Monetary Reformer. By 
CHRISTOPHER Ho iis. (London, 1935: George 
Routledge & Sons. tos. 6d. net.) 


ENTHUSIASTS of managed currency often seek to 
strengthen their case by trying to prove that Ancient 
Egypt or Ancient Greece had a managed currency system. 
The author of this book does not go back so far in history 
to quote a precedent for monetary management, but he 
claims that Mediaeval England had a managed currency. 
He bases his argument on the fact that from time to 
time the weight of silver in every coin was reduced, and 
the number of coins that could be minted out of the same 
amount of silver was thus increased. By this means, he 
claims, a fall in prices which would otherwise have taken 
place through an increase in the quantity of goods was pre- 
vented. In reality, coins were debased without regard 
to economic considerations, owing to the fact that the 
rulers needed more money and were unable to raise it 
by other means. Though such debasement may have 
coincided at times with a rising tide of production and 
may, therefore, have prevented a fall in prices, that was 
certainly not its object. For this reason the term 
monetary management is used improperly in connection 
with the mediaeval habit of debasing silver coins. 
Although the book contains several similar mis-state- 
ments, it is nevertheless a useful contribution to the 
literature on monetary reform. The author surveys the 
economic history of England from an original angle, and 
even though at times his explanations are forced and 
one-sided, they are invariably stimulating. 


MONETARY MISCHIEF. By GEORGE BUCHAN ROBINSON. 
(New York, 1935. London: Oxford University 
Press. Ios. net.) 

THE author’s philosophy is a curious mixture of 
orthodoxy and radicalism. From a purely monetary 
point of view, he is an orthodox anti-reflationist, but at 
the same time he realises the necessity for drastic Govern- 
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ment interference with business. He refers to the 
“gangster capitalism of 1924-29," and remarks that 
high finance is a phenomenon which we cannot again 
afford, and that we dare not tolerate again speculation on 
the old scale. At the same time, he hopes that the 
desired end can be attained by restoring an automatic 
monetary system which prevents the creation of credit 
either by the banks or by the Government. Having 
thus stated the aim, he proceeds to denounce the develop- 
ments of the last decade without, however, giving us 
adequate indication as to how this aim could be attained. 
As a criticism of the condition prevailing prior to the 
slump and of President Roosevelt’s policy the book 
would be interesting, if only it were more constructive. 


STUDIES IN PRACTICAL BANKING. Being the Gilbart 
Lectures for 1932-35. By R. W. JONEs, with a 
Foreword by BERNARD CAMPION, K.C. (London, 
1935. Sir Isaac Pitman & Sons. 7s. 6d. net.) 


For some time it has been felt that the usefulness of 
the Gilbart Lectures could be enhanced if they were repro- 
duced in book form. For this reason the publication of 
the present volume is to be welcomed, especialhy as the 
material it contains is very useful for practical bankers, 
students of banking and those interested in banking law. 
It gives a clear insight into the problems raised by joint 
accounts, title deeds, life policies and Stock Exchange 
securities from a banker’s point of view, etc. The 
colloquial and direct method employed in the delivery 
of the lectures has been retained, and the book is, 
therefore, much more readable than the average book on 
similar subjects. . 


THE CLASH OF PROGRESS AND SECURITY. By ALLAN G. B. 
FISHER. (London, 1935: Macmillan & Co. 8s. 6d. 
net.) 

PROFESSOR FISHER is a student of the late Professor 
Cannan, and therefore he is an admirer of laissez-faire. 
He denounces planning as being identical with stagnation 
and the protection of inefficiency. Apparently the 
orthodox school is beginning to realise that their con- 
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tention according to which freedom is to be preferred to 
progress carries less and less conviction. They feel the 
necessity of attacking planning with a new weapon by 
claiming that planning is the enemy of progress. Nothing 
that is said in this book, however, proves that the interest 
of progress is better served under laissez-faire than under 
planning. While the author admits that falling prices 
cause contraction of production, he is nevertheless in 
favour of a general downward trend of the price level. 
While he admits that rising prices cause production to 
expand, he is against rising prices on the ground that 
indiscriminate expansion of production is undesirable. 
Surely this is where the vital importance of planning 
becomes evident as a means of regulating the expansion 
of production in accordance with public interest. Ad- 
mittedly, under laissez-faire it is dangerous to allow a rise 
in prices to produce its effect upon production. It is for 
this reason that most adherents of laissez-faire, like 
Professor Fisher, are defiationists. But then they have 
no right to claim that they serve the interest of progress 
as against excessive “ safety first.” 


Money. THE VIEWS OF THREE CENTURIES. Compiled 
by MoNTGOMERY BuTCHART. (London, 1935: 
Stanley Nott. 12s. 6d. net.) 

Tus book contains selected passages defining the concep- 

tion of money in English economic literature during the 

period 1640-1935. It is interesting to see within the 
covers of one volume the definitions of money given by 
such an immense variety of authors. The compiler has 
faithfully reproduced the views of orthodox as well as 
radical economists and pseudo-economists throughout 
three centuries. In some instances, it is open to question 
whether the quotation included in the volume is altogether 
representative of the views held by the authors in question. 

On the whole, however, the book gives a faithful picture 

of the divergence of views on the subject through the 

ages. It is a pity that the quotations are arranged in 
alphabetical order instead of being arranged either in 
chronological order or according to schools of thought. 
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GOVERNMENT IN BusINEss. By STUART CHASE. (New 
York, 1935. London: Macmillan & Co. 8s. 6d. 
net.) 


THE author of this book realises that Government 
intervention in private business has come to stay even 
though from time to time it may suffer reverses. He 
maintains that there is a distinct trend towards collec- 
tivism in the United States and also in other countries. 
He claims that the improvement in trade in the United 
States since 1933 was due almost exclusively to Govern- 
ment expenditure. At a time when it is fashionable to 
declare that the New Deal was a failure and that it is 
dead, this book provided a forceful reminder that 
notwithstanding the adverse decisions of the Supreme 
Court, the New Deal is still very much alive. The 
descriptive and critical parts of the book are distinctly 
better than its attempts at constructive suggestion. 


THE LorRDs OF CREATION. By FREDERICK LEWIS ALLEN. 
(London, 1935: Hamish Hamilton. 12s. 6d. net.) 


THE ‘“ Lords of Creation,’ Mr. Allen’s new book, is 
a vivid history of financial and industrial expansion in 
America from 1900 to the present day. It actually begins 
in 1888, when James B. Dill, New York lawyer, sought 
means by which New Jersey could bring more income 
into the State Treasury, and a law was passed allowing 
companies incorporated in New Jersey to hold the stock 
of other companies, a law which laid the foundation of 
the modern form of trust. 

Mr. Allen introduces necessarily all the familiar giants 
into his book—the Morgans, Schwab, Carnegie, Insull, 
Harriman—and his story lacks nothing in excitement, 
drama and humour. The rises, the panics, the crashes 
that have feverishly pulsated through Wall Street, 
shaking the financial world, and going far to make con- 
temporary history, when viewed from a safe distance 
make entertaining reading. His assessment of the success 
of the Roosevelt New Deal is not the least interesting 
chapter; and in addition to being very readable, ‘‘ The 
Lords of Creation’’ has added interest in that it is 
provocative. 
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FROM FarM Boy To FINANCIER. By FRANK V. VANDERLIP 
and BoyDEN SPARKES. (London, 1935: D. Apple- 
ton-Century Company. 15s. net.) 

Mr. FRANK A. VANDERLIP, one time president of the 
National City Bank, has written his autobiography, 
“From Farm Boy to Financier.’ The title is indicative 
of the book’s interest, and not a line of the story, from 
the time he left the farm to take a job as a machinist 
apprentice in an Illinois factory at $4-43 a week to the 
hour he resigned his presidency of the National City 
Bank, is without its fascination. In addition to his own 
personal history Mr. Vanderlip has much to tell of those 
with whom he came in contact—names that are household 
words. 

A life of work and a shrewd insight into the work of 
those around him has convinced him that “ our greatest 
need is a philosophy of morality so widely indoctrinated 
that no man could rise to power among us who was not 
dominated by that morality.” 


PUBLICATIONS RECEIVED 


THE BILLS OF EXCHANGE AcT, 1882. WITH BRIEF 
NOTES ON ANALOGOUS INSTRUMENTS AND STAMP 
Laws. By Maurice MEGRAH. Second Edition. 
(London, 1935: Sir Isaac Pitman & Sons. 6s. net.) 


BANK MANAGEMENT. A CasE Book. By J. FRANKLIN 
EBERSOLE. Second Edition. (London, 1935: 
The McGraw Publishing Company. 30s. net.) 

THE BANKING SYSTEM OF GREAT BRITAIN, FRANCE, 
GERMANY AND THE UNITED STATES OF AMERICA. 
By KENNETH MACKENZIE. Second Edition. 
(London, 1935: Macmillan & Co. 3s. 6d. net.) 


THE DeFeat oF Dest. By R. McNair Witson. (London, 
1935: George Routledge & Sons. 6s. net.) 

THE PRACTICE RELATING TO DEBENTURES. By THOS. 
FROUDE and Eric V. E. Wuite. (London, 1935 : 
Sir Isaac Pitman & Sons. 7s. 6d. net.) 

AN OUTLINE OF EUROPEAN Economic DEVELOPMENTS. 
By RocGer H. Sottau. (London, 1935: Long- 
mans, Green & Co. 7s. 6d. net.) 
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Some New Barclays Branches 


By Professor C. H. Reilly 


‘Ts problem of planting a new branch bank into the 
ground floor of an existing building, new or old, 
raises some nice points of behaviour. How much 
attention should be paid to the scale and character of the 
building above? A steel girder and a couple of steel stanch- 
ions are probably all that are required structurally. With 
steel to help it the bank has practically a free hand in 
this respect. It may, too, have bought the building and 
consequently have a free hand legally. If it has not, the 
bank is probably such a desirable tenant that its owner 
will agree to anything it suggests. Such freedoms, however, 
do not, I hope, in reality free the bank. It has its name 
to think of as a good neighbour possessed of good civic 
manners. All things are not really open to it. It must 
first decide the quality of the building above and the 
amount of attention that quality deserves. In many 
cases where this building is a recent one I am afraid it 
will be justified in doing whatever it likes. With buildings 
of a hundred years old or more the case will be reversed. 
This is not solely a criticism of modern design, though 
that is, of course, implied. The element of rarity comes 
in with any old building, and it is every day an increasing 
element. It is, too, an element better understood by the 
average man than beauty of form. One notices that 
banks in general in this country show an increasing respect 
for it. In the examples before us to-day we shall have 
banks inserted into buildings of both types. It will be 
interesting to notice the reaction of Barclays to them. 
We will begin with a new branch at Richmond by 
Messrs. Couch & Coupland. This is a very striking front, 
bright and clean and massive in contrast to the small 
Georgian windows with their small panes and to the 
brick pilasters above. Although one can see very little 
of the superstructure one can say at once that the new 
ground floor front has treated it with a certain scorn. 
From what we can see, however, it probably deserved it. 
The bay window in the centre is clearly too small and 
cramped for its colleagues on either side and consorts 
oddly with the brick pilasters. This bank front I was 











234 THE BANKER 


informed, perhaps wrongly, was not designed for the bank, 
but for some shop. It is difficult to believe it. One 
cannot imagine the kind of shop in a suburb or old 
town, whichever Richmond calls itself to-day, which 
would demand such a massive surround to its window. In 
Bond Street, no doubt, it would serve very well for a 
picture gallery or some shop dealing in expensive bric-a- 
brac. It is I think this quality of being a frame to 
something precious which to my thinking makes it now 
so successful a bank front. Like Atraham Lincoln’s 
desiring to tell his generals the brand of whisky 
Grant used when they lost battles and Grant won them, 
if I were the head of Barclay’s premises department 
I should want to tell my architects when designing new 
bank fronts to go under poor modern buildings, to 
design them as if they were for picture galleries 
in Bond Street. There is a delicacy about this 
front in spite of its breadth and apparent massive- 
ness which is not only attractive in itself, but very 
suitable to a bank to-day. Notice, for instance, the 
slight sinking round the two doors, and the minute 
cornice which crowns the front. Without this latter the 
stonework would have looked coarse. The little enriched 
moulding crowning the sinking in which the windows are 
placed serves the same purpose and serves it admirably. 
The piers between the windows are just sufficiently 
moulded and no more, to contrast with the big plain 
field of the stonework. The only criticism I have to 
make is that the bank’s and the tenants’ notices, together 
with their respective emblems, though very wisely kept to 
the same size to balance one another, form with the 
bronze plate to the night safe deposit box too many 
dark spots on the light ground. This probably is not 
the fault of the architects. They would no doubt have been 
content with the bank’s name admirably displayed, and 
the coat of arms over the two doors. Howev er, if one 
can, with an easy conscience, disregard one’s neighbours 
above and on either side, and the character of the old 
street, if it is an old one, and indeed Richmond itself, 
this is an excellent bank front, and one which Barclays 
might well repeat elsewhere, especially in the dirtier 
towns of the Midlands and the North. 

The Kingston branch is clearly a different problem, 
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Correspondent Banks 


Nearly a century’s accumulated experience and 
conservative progress have qualified the West- 
minster Bank to offer its characteristic services 
as a London correspondent to foreign and 
colonial business establishments. Its branches 
form a wide network extending over the whole 
country, and the services of the entire system 
are available to clients abroad, so that with a 
minimum of formality and delay, arrangements 
can be made for the payment of Drafts, Letters 
of Credit, or Cheques, in any part of the 
British Isles. 


Conversely, with a few unimportant exceptions, 
there is no country in the world possessing a 
marketable currency in which the Westminster 
Bank does not maintain current accounts, 
through which it can effect world-wide transfers 
of funds with the utmost dispatch. The Foreign 
Exchange Department is kept in direct touch 
with the market by means of a private telephone 
exchange of a highly modernized type, which 
ensures that no order or inquiry from abroad 
is held up on account of the congesticn of 
business. 


Banks or merchant houses wishing to establish 
a London connexion are invited to communicate 
with the Manager 


WESTMINSTER BANK 


LIMITED 


Foreign Branch Office: 41 Lothbury, London, E.C.2 
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a complete new » building, with its large ground floor for 
the bank all designed at the same time by its architects, 
Messrs. Tatchell & Wilson. Now Kingston is a busy 
country town with a strong Wren tradition, which comes 
to it from Wren’s work at Hampton Court close by. So 
strong is this tradition that its chief shop, the great new 
Bentall store, which, with its sixteen acres of selling 
space, is one of the biggest, if not the biggest, in the 
country, has rebuilt itself recently with facades modelled 
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trchitects Messrs. Tatchell & Wilson 
THE BANKING HALL OF THE KINGSTON BRANCH 


on those of the palace. This tradition is no doubt the 
reason why the architects decided at this time of day to 
put up a Wren-like building with its wooden sash windows 
with their multitude of small panes and bars contrasting 
with fields of plain brickwork or stonework as the chief 
effect aimed at. One handicap of this manner is that : 
implies a first floor storey of chief importance and < 

ground floor storey of less. Both in the adjacent word 
and in the great new store mentioned, this is accepted. 
It is, indeed, the Italian scheme of living with the chief 
apartments at the first floor level on which Wren based 
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Burroughs 








AUTOMATIC 
Typewriter Bookkeeping Machine 


The exclusive features and advantages 
of this latest Burroughs model have 
placed bookkeeping and accounting work 
on the highest plane of simplicity, 


accuracy and economy ever attained 


BURROUGHS ADDING MACHINE LIMITED, 136 Regent Street, London, W.1 


Branches in principal cities Telephone: Regent 7061 (Private Branch Exchange) 
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his domestic work. Such a scheme, however, is, | suppose, 
almost impossible with a bank, though one was reviewed 
in these pages a little while back in which it was adopted. 
With the ground floor bank storey, the highest and with 
the highest windows, the whole rhythm of the Wren 
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THE KINGSTON BRANCH, MANAGER’S ROOM 


scheme is upset, and once this has happened no beauty 
of detail can compensate. The architects must have 
felt this, I think, for they have introduced into each 
front a long window with a balcony at the first floor 
level. A single window, however, is not enough. It 
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@ A HINT to every husband that to bequeath 
capital to his dependants means a legacy of 
worry... the worry and difficulty of investing 
funds. This is one of the reasons for the 
world-wide popularity of the ‘‘ Safeguard ’’ 
Plan which assures an INCOME as well as 


A GILT-EDGED capital. It relieves the widow of financial 


responsibility and gives a guaranteed return 


PROBLEM more favourable than any ordinary investment. 


@ Learn how this essential protection can be secured without large outlay. Special terms 
are granted to Bank Officials. Illustrations applicable to your own case will be gladly 
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LEGAL & GENERAL ASSURANCE SOCIETY LIMITED 
Established 1836 Assets Exceed £33,000,000 
ead Offices 10 FLEE STREET, LONDON, E.C.4 
General Manager: W. A. Workman, F.I.A. 


CTIVE Modern Managing Director or General Manager, age 
As having very successfully occupied highest sales and general 
management positions in four leading British companies over 

last 18 years and now employed similar post, seeks larger scope and 
responsibility. Technical, accountancy ability and qualifications. 
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rather emphasises the difficulty than otherwise. It is 
a great pity, because it is clear the architects are men 
of taste who know well the detail of the period in which 
they are working. Internally the building is much less of a 





rchitects Messrs. Ley, Colheck Partners 


THE SIDCUP STATION BRANCH 


reproduction and so much, I think, the happier. The 
banking hall in Wren’s time would have had its walls 
and ceiling hung with wreaths of fruit and flowers. Here 
they are commendably plain and workmanlike. The 
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bank counter and its grille have long unbroken lines. 
So have the ceiling beams. It is all very clean and straight- 
forward. There is only one slight break in this attitude. 
The doors and their frames being all of one height it is, 
I think, a pity that the openings on either side of one of 
them in the back wall behind the counter are a few inches 
higher and break the door level. 

The Sidcup Station branch not only takes no notice 
of the building above it, but is not strong enough in 
itself to justify this behaviour. This little bank front by 
Messrs. Ley, Colbeck & Partners, is really rather pleasant 
with its delicate pilasters, but looks all the time as if it 
were about to be crushed by the brickwork above. This 
rather trying illusion is helped, too, by the short lengths 
of stone with vertical joints between them in the entabla- 
ture. Apparently there is nothing to keep these stones 
in place but the plate glass under them. There is, of 
course, a hidden steel girder, but a building to be archi- 
tecture has to look strong enough as well as to be strong 
enough. 

Finally we have the opposite case to most of these 
in the Mildenhall branch, where the alterations were 
carried out under the supervision of the  bank’s 
premises department. Here the bank has capitulated 
entirely to the old building in which it has placed itself. 
All honour to it in this case. So charming an old building 
on so prominent a site deserved preservation, and the 
bank has nobly accepted the task. It has, indeed, very 
thoroughly accommodated itself to the business. Instead, 
for instance, of upsetting the balance of the old building 
by introducing the usual lofty windows, it has contented 
itself with a low bank storey and windows to match. 
Perhaps the floor has been lowered inside and one goes 
down a few steps on entering. If so, well and good. The 
outside is left intact. Even the name of the bank has 
been put up with discretion. In place of the usual 
lettering, the sign of the old inn seems to have been 
reused, and hung in the gable and painted with suitable 
lettering. If a bank can stoop to conquer in this way in 
one country town, why cannot it do so more often? That 
seems perhaps an ungracious question, but such fine 
behaviour whets the appetite for more even in an 
architect. I heartily congratulate all concerned. 
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a yield of 53% from 32 government and 
ordinary commercial securities ; or 


a joint holding of both “A” and “B” series 
producing the average yield of 43%, the 
“spreading” principle being the same in 
each case. 


The Midland Bank Executor & Trustee Co. Ltd. 
act as Trustees for the Certificate Holders, and 


collect and distribute dividends earned by both 
Units. 

A booklet giving full information may be 
obtained from any bank, any stockbroker, 
| or direct from 


FIRST PROVINCIAL FIXED TRUST LTD. 


21, SPRING GARDENS, MANCHESTER. 2. 
"Phone : DEAnsgate 3056. "Grams: * Fixtrust " Manchester. 


Ashburners 
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